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Size of ‘‘The Australian Accountant’”’ 





As from the current issue, a change is being made in the average 
number of pages in the monthly issue of The Australian Accountant, in 
order to comply with the desire of the Federal Government that 
economy shall be exercised in the use of paper. 

At its inception, The Australian Accountant was designed as a monthly 
issue of 80 pages, including News and Notes relating to the activities 
of the Institutes concerned in its publication. 

Later, it was decided to issue the News and Notes in the form of 
a Supplement, and the average size of the main journal was corres- 
pondingly reduced when this was done. 

Later still, the length of the printed matter on each page was increased 
from 7 inches to 74 inches, thus permitting a saving in paper without 
any undue reduction in the quantity of printed matter. 

For the next six months, the side margins are also to be reduced, 
and there will be three issues of 64 pages each and three issues of 48 
pages each, a total of 336 pages for the half-yearly volume. The 
amount of printed matter covered in these 336 pages will, however, be 
the same as previously contained in 422 pages of the original size and 
layout. 

The change will involve some sacrifice in the appearance of the 
journal, but relatively little sacrifice in the amount of material it 
contains, and it is thought that readers will cheerfully accept this 
concession to the dictates of economy. 





Register of Australian Accountants for National 
Service 


REGISTERS 

A register of accountants for national service is being compiled 
jointly by the Institute of Chartered Accountants in Australia, the 
Commonwealth Institute of Accountants, the Federal Institute of 
Accountants, the Association of Accountants of Australia, and the 
Australasian Institute of Cost Accountants. 

One Central Register will be kept in each State on behalf of the five 
co-operating bodies. 

In addition to the State Registers, a General Register will be kept 
in Melbourne. Its purpose is to make available to the Departments of 
Munitions and Supply (the head offices of which are in Melbourne) 
the services of accountants possessing outstanding experience and quali- 
fications. The Departments concerned will then be in a position to 
take advantage of such services in the various States. 
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2 THE AUSTRALIAN ACCOUNTANT AUG. 


The General Register will contain the names and records of account- 
ants selected from the various State Registers. 

The criteria for selecting the names and records of accountants for 
inclusion in the General Register will be determined by the General 
Committee, but the actual selection will be made by the various State 


Committees. 


ORGANISATION 


In order to achieve uniformity in procedure and in the classification 
of services throughout Australia, a co-ordinating general committee 
has been set up in Melbourne, by authority of the General Councils 
of the various Institutes. 

State Committees, to control a Central Register in each State, are 
being appointed by the Divisional Councils of the various Institutes. 

The functions of the General Committee will be :— 

i. To draft the Circular and Questionnaire. 

ii. To arrange for the printing of the Circular and Question- 
naire for all States. 

iii. To determine the classification of accounting services. 


iv. To determine the general lines of procedure in connection | 


with the compilation of State Registers. 
v. To control the Victorian State Register and a General Aus- 
tralian Register. 


vi. To determine the criteria for selecting names for inclusion | 


in the General Australian Register. 

vii. To maintain contact with the Advisory Accountancy Panel 
and with the various Government Departments mainly con- 
cerned with the war. 

The functions of each State Committee will be :— 

i. To supervise the compilation of the Central State Register 
and to arrange for it to be kept up to date. 

ii. To supervise the allotment of duties in respect of work to 
be undertaken on behalf of the Government or Patriotic 
Appeal bodies. 

iii. To appoint the Secretary of the Central State Register. 


iv. To select from the Central State Register the names of ac-| 


countants to be included in the General Australian Register. 


SCHEME OF CENTRAL REGISTER IN EACH STATE 


A Circular and a Questionnaire have been sent by each Institute 
to each of its members. One Questionnaire only is to be returned by 
each member to the office of the Central Register kept in each State. 

The Central Register will be compiled on a loose leaf visible record 
system. A carbon copy of the visible record sheet of each member is 
to be supplied to each Institute of which he is a member. 


CLASSIFICATION OF ACCOUNTING SERVICES 


Each person on the register is to be classified according to his know- 
ledge and experience. 

A primary classification has been devised by the General Committee 
for the purpose of bringing into relief the types of qualifications likely 
to be of most use to the Defence, Munitions and Supply Departments. 
(This is not intended to be a general classification of the accountancy 
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unt- profession). In order that Government Departments may be fully 
informed of the nature of service available, a uniform classification is 
for to be used throughout Australia. The classification is as follows :— 


eral 




































i. Administrative and Consultative. 


= ii. General Accountancy and Auditing. 
1 iii. Engineering. 
$ iv. Food, Drink and Clothing. 

tion § v. Other Industries. 

ittee vi. Primary Productions. 

acils 


vii. Transport. 





are viii. Wholesale and Retail. 
. @ ix. Finance. 
7 x. Public Utilities. 
i xi. Government and Municipal. 
ion- | ; i : 
4 In most cases the above classification will need to be amplified on the 
= record of each person registered. This is to be done by means of a 
tion j secondary classification. The secondary classification which has been 
® built up in Victoria from the 800 forms so far received contains about 
A us- 85 sub-divisions of the primary classification. 
At the time of going to press, the Victorian State Register is almost 
sion completed, and use has already been made of it by the Department 
§ of the Army. Of those registered, approximately 100 are devoting at 
anel least one evening a week to general accounting work. 
con- 
CoM MITTEES 
ister The General Committee, which is also the Victorian State Committee, 
is: 
k to C. B. Harvey—Institute of Chartered Accountants in Australia. 
1otic A. A. Fitzgerald—Commonwealth Institute of Accountants. 
E. L. Wilson—Federal Institute of Accountants. 
| J. R. Kinsman—Association of Accountants of Australia. 
| ace J. E. Morten—Australasian Institute of Cost Accountants. 
ter. C. W. Andersen, 37 Queen Street, Melbourne, Secretary. 
The Central Committee in New South Wales is: 
itute R. D. Bogan—Institute of Chartered Accountants in Australia. 
d by A. Clunies Ross—Commonwealth Institute of Accountants. 
state. A. E. Dent—Federal Institute of Accountants. 
cord A. S. Deane—Association of Accountants of Australia. 
er is E. F. Wilkinson—Australasian Institute of Cost Accountants. 
S. J. Walton, 6 Wynyard Street, Sydney, Secretary. 
The Central Committee in Queensland is: 
now- R. F. G. Wilson—Institute of Chartered Accountants in Australia. 
C. D. Wrigley—Commonwealth Institute of Accountants. 
rittee R. F. Butt—Federal Institute of Accountants. 
ikely E. W. Heindorff—Association of Accountants of Australia. 
ents. G. F. Offner—Australasian Institute of Cost Accountants. 


E. W. Heindorff, 67 Elizabeth Street, Brisbane, Secretary. 
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The Central Committee in South Australia is: 


S. Powell—Institute of Chartered Accountants in Australia. 
M. F. Beevor—Commonwealth Institute of Accountants. 

E. Sabine—Federal Institute of Accountants. 

O. H. Walter—Association of Accountants of Australia. 

A Cottell—Australasian Institute of Cost Accountants. 

R. M. Steele, 20 Grenfeli Street, Adelaide, Secretary. 





The Central Committee in Tasmania is: 


T. A. Stump—Institute of Chartered Accountants in Australia. 
S. C. Hawker—Commonwealth Institute of Accountants. 

X. J. R. Harvey—Federal Institute of Accountants. 

H. T. Kench—Association of Accountants of Australia. 

D. N. Spotswood—Australasian Institute of Cost Accountants. 
2. J. R. Harvey, 25 Murray Street, Hobart, Secretary. 


The Central Committee in West Australia is: 


S. J. McGibbon—Institute of Chartered Accountants in Australia. 
C. H. King—Commonwealth Institute of Accountants. 

E. M. Barker—Federal Institute of Accountants. 

D. H. B. Jaques—Association of Accountants of Australia. ‘ 
W. A. G. Bromfield—Australasian Institute of Cost Accountants. 
C. F. Smith, 209 St. George’s Terrace, Perth, Secretary. 





Lost Share Certificates . 
By A. A. FitzGERALD 


A Queensland reader of The Australian Accountant has raised the 
question of the issue of a duplicate share certificate where the original 
is said to have been lost or destroyed. 

He enquires particularly as to the following matters: 


(a) What is the nature of a company’s liability in the case of the 
issue of a duplicate certificate where the original is in existence, 
and is later produced by the transferee or an equitable mortgagee? 

(b) What is the usual practice in regard to the obtaining of an 
indemnity and other safeguards to protect the company against 
the risk of loss arising from the issue of the duplicate certificate? 

(c) Should the shareholder requiring a duplicate certificate be called 
upon to pay any expenses involved in the obtaining of satisfactory 
protection for the company against loss? 

As to the first question, it has been laid down that “A share certificate 
is a declaration by the company to all the world that the person in whose 
name the certificate is made out and to whom it is given is a shareholder 
in the company, and it is given by the company with the intention that 
it should be so used by the person to whom it is given, and acted upon in 
the sale and transfer of shares.” Per Cockburn C.J., Jn re Bahia and 
San Francisco Railway Co. (1868) W.R. 3 Q.B. Cas. at page 594. 

The company is estopped from denying the truth of the representation 
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in reliance thereon, and it would be estopped as well by a duplicate 
certificate as by the original. “Having regard to the doctrine of estoppel, 
the company incurs a serious responsibility by issuing a new certificate 
unless the old one is cancelled, and it ought not to be done except on 
very satisfactory proof of loss or destruction, or on a satisfactory under- 
taking being given.” Palmer's Company Precedents, Fourteenth 
Edition, at page 1030. ' 

This being so, it is a common practice, even in those States (of 
which Queensland is one) in which there are no statutory provisions 
relating to the issue of duplicate certificates, for the Articles of Associa- 
tion of a company to contain certain provisions as to the conditions on 
which duplicate certificates will be issued. For example, such an article 
might require proof of the loss or destruction of the original certificate 
to the satisfaction of the directors, such indemnity as the directors deem 
adequate, and perhaps a nominal payment for the new certificate. 

The matter has been the subject of legislative enactment in the States 
of South Australia, New South Wales and Victoria. 

Section 182 of the New South Wales Companies Act, 1936, provides 
that “It shall be lawful for a company to issue a duplicate of any share 
certificate which has been lost, defaced or destroyed on the following 
conditions : 


i. A request in writing by the person registered as the holder of the 
shares. 

ii. An advertisement in one daily newspaper and in the Gazette, 
giving particulars of the lost document, and notice of the intention 
of the company to issue a duplicate on the expiration of 21 days. 

iii. A statutory declaration by the applicant and such other persons as 
the company sees fit as to the circumstances surrounding the loss, 
defacement or destruction. 

iv. Such indemnity, bond or guarantee from the applicant or such 
other person as the company sees fit to protect the company from 
any claim or loss arising from the issue of the duplicate. 


The duplicate is to have endorsed on its face the words “Issued in 
lieu of lost (defaced or destroyed) share certificate.” A copy of the 
advertisements and details of the substitute document issued are to be 
filed with the Registrar-General within seven days. -All costs and 
expenses of and incidental to the issue of the duplicate are to be at the 
cost of the owner of the lost document. 

When a defaced document is produced to the company for cancellation, 
with the application for a duplicate, the advertisements and the indem- 
nities are not required. 

Section 379 of the South Australian Act of 1934 is in similar terms, 
as is Section 70 (2) of the Victorian Act of 1938. 

The Section in the Victorian Act provides for a fee not exceeding 
two shillings and sixpence, and specifically provides that the directors 
of the company or any of them are not to be personally liable in respect 
of any such issue. 

In some cases, doubts may arise as to the extent to which an indemnity 
given by a shareholder may safely be relied upon. In such cases, unless 
convincing proof is available of the destruction of the original certifi- 
cate, it would seem that the only safe course for the company to adopt 
is to insist upon a guarantee from some person of unquestionable finan- 
cial standing, or an indemnity bond from an insurance company. 
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This will, of course, involve the shareholder in additional expense, but 
it must be remembered that the necessity for the issue of the duplicate 
certificate has arisen from circumstances over which the company had 
no control. Without a satisfactory indemnity, the company would be 
taking a risk which it should not be called upon to take. The duplicate 
is being issued at the request of, and for the convenience of, the share- 
holder, and there can be no question that he should be held responsible 
for any costs involved in the issue of the duplicate and the necessary 
safeguards including the cost of advertising and the premium for the 
bond. 





Legal Decisions of Interest to Accountants 


Epitep sy J. A. L. GuNN, F.1.C.A. 


IMPLIED TERMS OF A CONTRACT 


The case of Broome v. Pardess Co-operative Society etc. Ltd., 
[1939] 3 All E.R. 978 was cited in the November, 1939, issue of the 
journal. The facts were :— 

The plaintiffs, a firm of London fruit brokers, entered into a con- 
tract with the defendants, who were producers of oranges in Palestine, 
to sell the defendants’ oranges in London on the terms that in any 
event they should advance to the defendants 7/6 per case. During 
the particular growing season the weather had been abnormally wet, 
with the result that the oranges, although apparently shipped in good 
condition, proved mainly to be unsaleable. The plaintiffs, being bound 
to pay the defendants the guaranteed advance of 7/6 per case, suffered 
a considerable loss. They thereupon brought an action for damages, 
and contended that there was an implied term in the contract that 
the goods should be of merchantable quality, so that they could be 
sold in the ordinary course of business. 

The English Court of Appeal (reversing the decision of Hilbery J.) 
held ({1940] 1 All E.R. 603) :— 


(1) The Court will not imply a term in a written contract unless 
such term is a necessary implication to give efficacy to the 
contract, and it can be said that both parties, if asked at the 
time the contract was entered into, would have said that the 
term sought to be implied was a term of the contract 

The plaintiffs had failed to establish that there was any such 
implied term in the present case. In fact, the contract expressly 
provided for this contingency. 


(2 


— 


It should be observed that the above contract was not one of sale 
and purchase and was not, therefore, within the Sale of Goods Act. 
The contract was between a grower and a broker, and the question was 
not whether all the conditions and warranties of the Sale of Goods 
Act should be implied into such a contract, but simply whether, in this 
particular contract, there should be implied a term that the goods 
should reach London in a merchantable state. 
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BREACH OF CONTRACT OF APPRENTICESHIP 


The infant plaintiff was apprenticed under joint covenant in 1935 
to the two defendants who were trading in partnership. In 1938 
the first defendant gave notice to the boy’s father and to all apprentices 
that he had terminated his partnership and that he disclaimed all 
future liability. The boy continued to serve the firm and for a period 
he was paid. After several months his pay was stopped, but he con- 
tinued to serve, until finally, in May, 1939, he was told that he need 
not return on the following Monday, as a new company was being 
formed. On several occasions the boy’s father, the adult plaintiff, was 
invited to keep the boy with the firm, and he finally consented to a 
transfer of his son’s indentures to the new company, though he did 
not consent to an invitation that all wages owing should be considered 
in the change over and that the first defendant should no longer be 
responsible or have any connexion with the new concern. The business 
became insolvent, and a receiving order was made, and the plaintiffs 
then brought an action for damages for breach of the indenture. Held 
by the English High Court (Titmus and Titmus v. Rose and Watts 
[1940] 1 All E.R. 599) :— 

(1) The mere fact that the boy continued at his work after receiving 
the first defendant’s notice, being sometimes paid and some- 
times not paid, did not establish an agreement by conduct by 
him, or by his father, that he or they were content to regard 
the first defendant as having ceased to have any obligations. 

(2) The defendants, by dissolving the partnership, had rendered 
themselves unable to carry out their covenant towards the 
infant plaintiff, and there was a breach of the contract con- 
tained in the deed of apprenticeship. The plaintiffs were, there- 
fore, entitled to succeed. 

The editorial note to the above case points out that the difficulty 
which arose has generally been avoided by making only one partner 
a party to the apprentice deed. If all partners are made parties, then 
a dissolution is a breach of the covenants, since the retiring partner 
has put himself in a position in which he will be unable to perform 
his duties under the deed. 





CAMELS ARE Domestic ANIMALS 


The appellant, while visiting a zoo owned by the respondent, had his 
hand bitten by a camel which he was in the act of feeding. The camel 
was in a field fenced in with wire-netting some 6ft. high. The appel- 
lant sued the respondent for damages, and contended (i) that the 
camel had a propensity, known to the respondent, to attack mankind; 
(ii) that the camel was, at any rate in England, a wild animal disposed 
to attack mankind, and (iii) that the respondent had been guilty of 
negligence in that the fence was not sufficiently high or solid to pre- 
vent the camel from putting his head over, and so reaching people 
standing nearby. 

The English Court of Appeal (McQuaker v. Goddard [1940] 1 
All E.R. 471) held :— 


(1) There was no evidence that the respondent knew that the 
camel had a propensity to bite. 
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(2) The camel must be regarded as a domestic animal. “In the 
present case, it was argued strongly on behalf of the appellant 
that the camel stands in a different category from that of ordin- 
ary English domestic animals, because it has not become a 
domestic animal in England. In my view, that argument is 
fallacious. If an animal does not exist in a wild state in any 
part of the world, it has ceased altogether to be a wild animal; 
whether it is in England or in any other country. It is a 
domestic animal, and an animal which has become trained to 
the uses of man, and ex hypothesi, become accustomed to asso- 
ciation with man” per Scott L.J. at 475. 

(3) The respondent had not been guilty of negligence. 





AcTION BY WIFE FoR Tort oF HUSBAND 

Mrs. R. was the owner of a car, but was unable to drive it. Her 
son drove it for her, as the judge found, as her agent. The car was 
garaged at the son’s house. On January 1, 1938, the son drove his 
mother and his wife home from a party, and, having set his mother 
down at her house, was driving the car to the garage at his own 
house, his wife being a passenger. On the way, an accident 
occurred by reason of the son’s negligence, and the wife was 
injured. The wife sued the mother for damages, and it was pleaded 
in defence that the wife could not recover in respect of her husband’s 
negligence. Held: at the time of the accident, the husband was acting 
as the agent of his mother, and the wife was entitled to recover. Smith 
v. Moss [1940] 1 All E.R. 469. 





New Soutn Wates Stamp Duties Act 

Whether mains and service pipes are “goods, wares and merchandise” 

The North Shore Gas Co. Ltd., bought the whole of the assets and 
undertaking of the Manly Gas Co. Ltd., pursuant to a scheme of amal- 
gamation. Among the assets so sold were the mains and services 
valued at £129,299 and the purchasing company claimed that in 
assessing stamp duty payable, the £129,299 was not dutiable because 
it was for the sale of “goods, wares and merchandise” within the 
meaning of the Stamp Duties Act. The Stamp Commissioner rejected 
this claim and the High Court upheld the Commissioner’s decision. 
North Shore Gas. Co., Ltd. v. Commissioner of Stamp Duties (1940) 
13 A.L.J. 553. 





INSPECTION OF AFFAIRS OF COMPANY 

An inspector appointed by the Board of Trade under s. 135 (1) of 
the English Companies Act of 1929 to investigate the affairs of a 
company arranged for the examination of the managing director. A 
shorthand writer was present to take a note of the proceedings for 
the inspector’s use, whereupon the managing director objected to his 
presence and refused to answer any questions while he remained, on 
the ground that under the section there was no authority for the 
presence of a shorthand writer. Held by the English High Court 
that the presence of the shorthand writer was reasonably necessary to 
enable the inspector properly to carry out his duties under the Act. 
The managing director was, therefore, not justified in refusing to 
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answer questions, and was in effect guilty of contempt of court. Re 
Gaumont-British Picture Corporation Ltd. [1940] 2 All E.R. 415. 


For sections of the Australian Acts corresponding to s. 135 of the 


English Act see N.S.W. s. 116; Vic. s. 136; Q’ld. s. 145; S.A. s. 156; 
Tas. s. 118. 





Articles in Overseas Journals 


The Accountant 


April 20, 1940.—Leading Article on Solicitors and Clients’ Money ; 
The Utilisation of Man Power, by Professor J. H. Jones; Budgetary 
Control—V, by F. Bradshaw Makin. 

April 27, 1940.—Leading Article on Payment of Wages in Kind; 
3udgetary Control—VI, by F. Bradshaw Makin; The Cost of 
Living Index. 

May 4, 1940.—Budgetary Control—VII, by F. Bradshaw Makin ; 
Man Power and the Budget, by Professor J. H. Jones. 

May 11, 1940.—Budgetary Control—VIII, by F. Bradshaw Makin. 

May 18, 1940.—Solicitors and Clients’ Money, Reorganisation, by 
Professor J. H. Jones; Budgetary Control—IX, by F. Bradshaw 
Makin; New Restrictions on Dealings in Securities. 

May 25, 1940—A New Development in Bookkeeping Machines, 
by A. H. Linton; Prices of Goods Act, 1939, by T. Robinson. 

June 1, 1940—The New Control of Industry, by Professor J. H. 
Jones; Budgetary Control—X, by F. Bradshaw Makin. 

June 8, 1940.—Leading Article on The Army and Air Services 
Accounts; Budgetary Control—XI, by F. Bradshaw Makin. 


Accountancy 


May, 1940.—Trustees in War-time, Uniform Costing Systems—I, 
by R. S. Edwards. 


The Canadian Chartered Accountant 


May, 1940.—Further Aspects of the Inspection of a Life Insur- 
ance Branch Office, by G. A. Woolleombe; War Finance, by Pro- 
fessor McQueen. 

June, 1940.—Accounting Conventions applicable to the Consolid- 
ated Balance Sheet, by J D. Campbell; What is a Financial Ratio ?, 
by P. J. Fitzpatrick; Wage Policy in War Time, by Professor W. 
A. Mackintosh; Economic Maturity and Stagnation in Investment, 
by Professor McQueen. 


The Journal of Accountancy 


May, 1940.—The Relation of Depreciation Provisions to Replace- 
ment, by G. O. May; Last-in, First-out, by W. A. Paton; Flexibility 
of the Natural Business Year, by W. Mitchell; Nature of “Acquired” 
Surplus, by T. York. 

June, 1940.—Inventories, being a preliminary statement by the 
Research Department of the American Institute of Accountants; 
Comments on “An Introduction to Corporate Accounting Stand- 
ards”; Last-in, First-out once More, by M. E. Peloubet; Trends 
in Accounting Procedure, by V. H. Stempf; Depreciation on 
Appreciation, issued by the Committee on Accounting Procedure of 
the American Institute of Accountants. 
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System of Accounts for Licensed Farm Prod uce Agent 
By P. C. LANG, A.1.C.A 


Before a person in N.S.W. may set up in business as a selling agent 
for farm produce, he must furnish to the Registrar appointed under 
the Farm Produce Agents’ Act, a bond in an amount of £1,000, and 
take out a licence. 

The Farm Produce Agents’ Act, 1926-1932, together with the Regu- 
lations thereunder, enables the Government to exercise rigid control 
over the operations of persons who become licensed under the Act, and 
to that end, prescribes the books and records to be kept by such agents. 

Under the said Act, Farm Produce means: Vegetables, potatoes and 
other edible roots and tubers, fruit, eggs, poultry, honey and such of 
the other articles or classes of articles as may be declared to be farm 
produce. 

Farm Produce Agent, means any person who as agent for another 
sells farm produce or advertises or notifies that he exercises, or carries 
on the business of selling farm produce. 

In relation to the accounting side of the business of such agents, the 
Act provides :— 

Every farm produce agent within 14 days after the sale or other dis- 
posal of farm produce shall render to the person on whose behalf such 
sale or disposal was made, an account in writing of such sale or disposal. 

Such account shall be in the form and contain such particulars as 
prescribed. 

Every farm produce agent shall within 14 days after the sale of any 
farm produce, pay to the person on whose behalf the sale was made, or 
to such other person, or in such manner as such person may direct, the 
amount of the purchase money, less commission and other charges at 
the prescribed rate, any out of pocket expenses properly payable by the 
principal, and any amount owing by him to the agent. 

Such net amount in respect of the sale, shall be so paid, whether it 
has been received by the agent or not. 

Every entry in any book, account, document, or writing issued by, or 
kept, or belonging to any farm produce agent, or found on his premises 
and relating to his business as a farm produce agent shall be deemed, 
unless the contrary is shown, to have been made by or with the authority 
of such farm produce agent. 

The fees, charges, commission, and other remuneration which may 
be charged by a farm produce agent shall not exceed the following 
amounts :— 

Commission on the sale of any fruit (including tomatoes) 74% of 
the price realised, or 2d. per quarter bushel case, 4d. per half bushel 
case, or 6d. per bushel case, whichever rate is higher ; 

Commission on the sale of poultry, 74% of the price realised; 

Commission on the sale of vegetables, potatoes, and other edible roots 
and tubers, 74% of the price realised. 

A farm produce agent who operates outside a radius of 10 miles from 
the General Post Office, Sydney, may charge on all farm produce sold 
by him at auction, a commission not exceeding 10% on the price realised, 
and a similar rate of commission on vegetables, potatoes and other edible 
roots and tubers sold by him outside that radius, whether the sale be 
made at auction or by private treaty. 
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The account sales to be rendered in accordance with the Act shall be 
in or to the effect of the following form :— 


Account Sales 


( Place) 
( Date) 
Account Sales of Ex 
sold on account of 
By Licensed Farm Produce Agent 


Date received 





Brands or Marks} Quantity |Description | 


si | | 











Deductions : 
Commission at per cent. 
Cheque herewith. 
(Signature of Farm Produce Agent :) 


Fig. 1. 


The account sales shall show the gross price for which the farm pro- 
duce referred to therein was sold, and if the whole of such produce be 
not sold at the same price, shall show the respective prices and the 
quantity sold at each such price. 

The nature and amount of each deduction made by the farm produce 
agent shall be shown separately. In the case of deductions for com- 
mission, the percentage, or case rates charged, shall be stated. 

Carbon copies of all such accounts shall be kept by the agent in either 
alphabetical order, or order of date, for at least twelve months after 
the expiration of the year during which they have been rendered. 

The Regulations provide, inter alia, that every farm produce agent 
shall keep in English characters at his registered office, and at every other 
place at which he carries on business as a farm agent, the following 
books relating to his transactions as a farm produce agent at such regis- 
tered office or place :— 


(a) Consignments Received and Account Sales Book in which shall 
be entered in order of receipt, the following particulars of each 
consignment of farm produce received for sale, viz.: consignor’s 
name and address, brands or marks (if any), description and 
quantity of produce and date of receipt, the rates and amounts 
received for each such consignment, the respective quantities sold 
at such rates, and all deductions made from the amount realised. 


(b 


— 


Delivery Receipt Book in which shall be recorded the following 
particulars of all farm produce sold on credit, viz.: dates sold, 
purchasers’ names and addresses, consignors’ names or initials 
or brands or marks, quantities, description, and the rate or price 
charged for each lot. 
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(c) Cash Sales Book in which shall be recorded at the time of sale 
the following particulars of all farm produce sold for cash, viz.: 
dates sold, consignors’ names or initials or brands or marks, 
quantities, description, and the rate or price paid for each lot, 
and the amount received. 

(d) Credit Sales Receipt Book from which shall be issued to each 
credit purchaser of farm produce, upon payment of any amount 
due by him, or any part thereof, a receipt for such payment. 

(e) Register of Farm Produce Destroyed, or cast away, in which 
shall be entered the quantity and description of farm produce 
destroyed or cast away, the consignor’s name and brand or mark 
(if any), the reason for such destruction or casting away and 
a reference to the direction or authority given by a prescribed 
officer of the Department of Agriculture. 


The Credit Sales Receipt Book and Delivery Receipt Book shall have 
the forms of receipt numbered consecutively in duplicate, and the farm 
produce agent shall, when issuing any receipt therefrom, cause a carbon 
copy to be taken on the duplicate form. 

THE CONSIGNMENTS RECEIVED AND ACCOUNT SALES BOOK, which for 
the sake of convenience will be referred to hereinafter as the “Consign- 
ment Ledger,” is an all important unit in the farm produce agents’ 
accounting system. 

This book must conform to all requirements of the Act in relation 
thereto, and should be designed in such a manner as to require only a 
minimum of labour to keep it entered up to date. It is a book to which 


daily posting is essential. At any time the position as regards any indi- | 


vidual consignment should be readily ascertainable by reference to this 
book. A suitable ruling for a consignment ledger is that as set out in 
figure 2. 


APPLE AND PEAR SALES. The Commonwealth Government | 


having acquired the Apple and Pear Crop (National Security (Apple and 
Pear Acquisition) Regulations, Statutory Rule No. 148 of 1939) it is 


now necessary for an agent to obtain from the Board appointed under § 
these Regulations a licence before he may sell Apples or Pears. Power J 


fis also given the Board to appoint Inspectors to examine any books, 


accounts and documents relating to any Apples or Pears. An agent § 


should, therefore, deal with such fruit as a distinct department of his 


business and keep a separate consignment ledger and series of account § 


sales returns, for that department. The consignment ledger to be so 
kept, would not need as many columns as the one illustrated. As most 
of the charges would be prepaid by the Board, expense columns would 
be necessary only for handling, commission, stamps and stationery. 

Following is an outline of the routine which would be followed when 
recording the entries in connection with the receipt and sale of a 
consignment. 

The carter, upon delivering a consignment of produce into the store 
or stall, would hand in the relative consignment note or shipping delivery 


2 eis hen inna real 


ae 


ry (ee one 


PR MEALS. 





BLES TR Re. D, 


tT 


note, upon which he would previously have marked the amount of any | 
charges, such as freight, wharfage, etc., paid by him on that consign- § 


ment. Immediately upon taking delivery from the carter, the produce 
comprised in the consignment should be checked with the consignment 


ap 


note, and if in order, the note certified in an appropriate manner by § 


the person checking. This certified consignment note then becomes § 
the medium for the posting of particulars of the consignment into the J 
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consignment ledger. This posting should be made without delay, and 
would comprise the following details :— 
Name and address of Consignor. 
Particulars of the produce comprised in the consignment. 
Any disbursements made on account of the consignment up to 
the time of delivery as marked on the consignment note. 

When posted, consignment notes should be marked to denote that J 
this has been done. They should then be filed away in the order in 
which they appear in the consignment ledger. 

As regards sundry cash disbursements which require to be made on 
account of the various consignments: these should be paid from cash 
kept for that purpose. A cheque for £5, £10, or some other amount, 
according to the size and circumstances of the business, would provide 
the initial funds for this consignment petty cash, which should be balanced 
each day and a cheque drawn for the daily disbursements. At the time 
of drawing such cheque, the amount so drawn should be compared and 
agreed with the petty expenditure for that day as shown by the consign- ] 
ment ledger. 

All other disbursements made on account of consignments, whether J 
paid by cash or cheque, should, as soon as paid, be entered into the § 
consignment ledger. The system adopted to ensure this prompt entry J 
can be readily devised by the accountant installing the main system of 
accounts and would of course, vary according to the individual cir- 
cumstances of each business. i 

The items, Commission, Hire of Cases (if any) and Stamps & Sta- § 
tionery, which would be shown as deductions on the account sales of § 
the various consignments, must necessarily appear in the account of § 
the consignment to which they relate. The entry made in the con- § 
signment ledger, however, will not result from a cash disbursement, § 
nor will it originate from any book of prime entry. Here normal } 
bookkeeping procedure is reversed. The entry is first made to the J 
ledger and later to the subsidiary book, the journal. 

Commission at the prescribed rate would be calculated on the sales 
when the consignment is all sold, or at the time of rendering an 
account sales, if, owing to a lapse of time between sales, it becomes § 
necessary to render an account for part only of such consignment. As 
soon as this amount of commission is ascertained, it should be entered 
into the commission column of the consignment account to which it 
refers. At the end of each week or some other convenient period, 
the total commission posted to the consignment ledger during that J 
period would be journalised in the manner following :— 


Consignment Ledger Adjustment | | | 
CS ree oe Fe 
To Commission Received .. .. .. || 
(being commission charged for || | | | 
week cnded 13/7/40) .. || | | | 
eo | 


In order to distinguish the Consignment Ledger A/c. in the Private 
Ledger, from the book, which is referred to throughout as the con- 
signment ledger, the term “Consignment Ledger Adjustment Account” 
is used. In practice, if no better nomenclature suggests itself to the 
accountant installing the system, he would probably name it merely 
“Consignment Ledger Account.” 
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As regards hire of cases, some consignors will hire cases from the 
agent while others will not; therefore a system would need to be 
evolved whereby, each day, after all consignments for that day had 
been entered, a list of all hire chargeable on such consignments may 
be prepared and checked, to ensure that none has been overlooked. 
From the list so prepared a journal entry would be passed thus :— 


Consignment Ledger —- | 
2 ee a 
To Hire of Cases .. .. 
(being hire of cases as s per list 

| 

| 


] 

| 

5 | 

| 

dated 10/7/40) | 


| | 
i 
|} | 
I} 1 | 
| 
| | 
|| 





5 





The charge for Stationery and Stamps would be a fixed amount 
per consignment, usually 6d., and should be entered into the consign- 
ment account, either at the time of recording receipt of the consignment, 
or when calculating the net proceeds. These charges will be journal- 
ised at the same time as the commission entry :— 


| 
Consignment Ledger Adjustment | 
ee sa: aa |} | 

To Stamps and Stationery | 
(being charges to date) | 


The method of posting the sales items into the consignment ledger 
will be explained when dealing with the Delivery Receipt Book. 

When all the transactions on a consignment are complete, or at 
such earlier time as an account sales is due to be rendered, the net 
proceeds of the produce sold would be calculated, and the amount 
thereof entered in the net proceeds column of the consignment account. 
A cheque would, in due course, be drawn and from the cash book 
“posted” to the consignment ledger. The operation of posting would 
consist of placing opposite the amount of the net proceeds in the con- 
signment ledger the cheque number and the date upon which it was 
despatched. 

The column headed Stock is to record (in pencil figures) the quan- 
tity of stock on hand. Stock should be balanced daily. 

To balance the consignment ledger, all outstanding returns (sales 
less expenses, for which at the balance date no cheque has been paid 
in settlement) would be listed, and the total agreed with the balance 
of “Consignment Ledger Adjustment A/c.” in the private ledger. 

The next statutory book for consideration is the DELIVERY 
RECEIPT BOOK. This book would resemble, in appearance, an 
ordinary carter’s delivery book as used in a merchant’s business. It, 
however. combines the functions of both a delivery and an invoice 
book. The book should be of a size designed to fit the pocket of the 
salesman, so that he would not have to put it down and risk mislaying 
it when needing his hands free to move cases or sacks. What is to be 
recorded in this book is quite clearly set out in the Regulations, namely, 
date of sale, purchaser’s name and address, consignor’s name or marks 
or brand, quantity, description, and the price charged for each lot. 
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The delivery receipt book should, for accounting purposes, and to 
comply with the Regulations, be one which retains a carbon copy of 
the docket handed to the purchaser. The original would of course be 
printed in a form to ensure that all the required particulars of the sale 
would be entered thereon. Particulars of sale would be posted from 
the duplicate of the delivery receipt book into the consignment ledger. 
Some examples of sales postings are shown in the consignment ledger 
illustrated herein. The entries ;’5 3‘; 3° signify :—one case sold @ 16/-, 
four @ 13/-, three @ 11/— and so on. To post sales in any greater 
detail would entail unnecessary work. The principle of the system is 
efficiency with a minimum of clerical labour. The extensions would 
be made on the account sales and entered therefrom into the gross pro- 
ceeds column of the consignment ledger. 

A book similar to the delivery receipt book would be used for the cash 
sales and would constitute the CASH SALES BOOK as required to be kept by 
the regulations. 

In order to complete the accounting system in regard to sales, a sales 
journal would be necessary. The Sales Journal would be ruled as Fig. 3. 


SALES JOURNAL 





Consignment Sales 

Trading 
| | Sales 
Cash 





Credit 


| 
| 

Name |} | Total 
i 








J. P. Smith 
R. S. Thomas | 
Cash Sales 
































Fig. 3. 


The book, as illustrated above, would be written up from the dupli- 


cates of the delivery receipt book. Entries would consist of date, cus- J 


tomer’s name and amount. Cash sales would be added daily for balancing 
purposes, and the amount of such daily total entered in the sales, journal 
in the cash sale column. The third column is provided for trading 


sales, i.e., sales other than those made as agent for consignors. Although § 


the Act stipulates that a farm produce agent who directly or indirectly, 


or by himself or any partner or subagent, purchases farm produce con- § 


signed or delivered to him, or to any firm of which he is a member, 
for sale, by any principal without having previously obtained the consent 
in writing of such principal, shall be guilty of an offence, this does not 
debar an agent from combining legitimate trading transactions with his 
other business. 

The various debtors’ accounts in the sales ledger would be debited with 
the individual items shown in the Sales Journal, as would cash sales ac- 
count in the Private Ledger be debited with the daily amount of the cash 
sales. The totals of each of the two columns relating to consignment 
sales would be credited to “Consignment Ledger Adjustment A/c.” in 
the Private Ledger, while the total of the trading sales would be credited 
to sales account as in any other trading business. 
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The “Register of farm produce destroyed” would of course need no 
special rulings so long as it contained all the information required by the 
Regulations. Any produce on consignment which may be destroyed or 
disposed of in any way other than by sale would require to be entered 
in the consignment ledger. Such entry would be made in the column 
provided to record sales, but, of course, would be marked in such a 
way as to indicate clearly that the disposal was made otherwise than 
by sale. 

The Cash Book to complete the system herein would be ruled as Fig. 4. 

On the disbursements side, columns are provided for payments which 
affect ordinary creditors’ accounts and sundry expense items (which re- 
quire no explanation herein) and special columns for payments made 
on account of consignments. The totals of all these columns which con- 
cern consignments would be debited to Consignment Ledger Adjustment 
A/c. in the private ledger. These columns are ruled to correspond with 
the tabulations of the expense items in the consignment ledger and this is 
done to facilitate checking, and to ensure speedy balancing of that ledger. 

The system outlined herein has been designed to fit into an organisation 
where, as in most farm produce agents’ businesses, “hustle” is the order 
of the day. 





Management Organisation 


By R. J. BARRETT, A.I.C.A. 


The work of Management is first and foremost that of Adminis- 
tration. Efficient Management has not the time to be loaded with 
detail. 

Management seeking efficiency divides the organisation into three 
divisions, each of these divisions being further divided into depart- 
ments or subdivisions varying with the nature and ramifications of the 
undertaking. 

The three main divisions—Finance, Selling, and Production—will 
be found applicable to most undertakings. 

The working relationship between divisions, and between subdivisions 
of any or all of the divisions, must be carefully planned to avoid useless 
overlapping and consequent friction. Each must be prepared to dove- 
tail together in the interests of the organisation. In many instances 
variations of routine or sources of information must be made to suit 
the particular business, and wise Administration makes the system and 
layout suit the business, not trying to suit the business to the system. 

Finance, with the Secretary as its head, shapes the financial policy of 
the undertaking, naturally collaborating with all other divisions in 
the process, with Management and the Board of Directors having 
the final say. The main subdivisions of Finance may be classified 
under Accounting, Costing, and Statistics. 

Accounting would deal amongst other items with budgets, credits 
and collections, cash receivables, cash payments, invoicing, debtors’ and 
creditors’ accounts, wages and salaries, a portion of correspondence, 
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filing, especially if a central filing system is in force, financial state- 
ments, and possibly stock controls. 

Costing would be responsible, amongst other items, for records of 
cost of jobs, of material and labour expended, of variations in costs 
from estimates, or from standard costs if these are in operation: and 
allocation of expense. Co-operation with Accounting would be essen- 
tial to avoid overlapping with regard to wages preparation and the 
standardising of periodical entries for factory ledger and general 
ledger. Costing would also be looked to for the correct allocations 
of purchases, not only to jobs but to expense or capital expenditure. 
Raw materials, work in progress, and finished goods would have their 
sectional controls in costing. In conjunction with Production and 
Selling, estimates for job orders will figure largely in their work. 

Statistics are concerned not only with the preparation of reports, 
graphs, and charts for management, but also for the various divisional 
and subdivisional heads, as well as minor executives in the organisation. 
In the search for facts relevant to the organisation data may be col- 
lected from both inside and outside the organisation. The extent to 
which this subdivision will go in the preparation of facts and figures 
depends on what records are kept individually by Selling and Pro- 
duction. 

In a public company a further subdivision of Finance would possibly 
be made for share work, and this would be directly under the control 
of the secretary. 

Selling subdivisions, with the Sales Manager at its head, will usually 
consist of sales, market analysis, advertising and despatch. Some- 
times despatch is grouped with inward receipt of goods, sometimes 
it is separate. The nature and size of the undertaking would be deter- 
mining factors. 

Sales, dealing with salesmen, territories allotted, sales campaigns, 
new lines, and the pushing of old, or discarding of some, secures much 
information from market analysis. Prices will naturally be arrived 
at from conference with Finance and Production under the leadership 
of Management. The matter of trade discounts, list prices, terms of 
settlement and the like are more matters to be settled with Manage- 
ment. Sales, in going after results, are implementing the policy of 
Management. Sales must be ever after breaking new ground, finding 
out what customers’ requirements are, and, in collaboration with Pro- 
duction, seeking improvements in the article. 

Market Analysis can be termed the statistical subdivision of Sales, 
and if controlled properly is of the utmost importance to the sales 
manager. Analysis of salesmen’s efforts, of conditions of trade and 
commerce in general, and conditions in those industries particularly 
affecting the undertaking prove a valuable guide in helping to forecast 
the future prospects of Sales. In effect it furnishes a large part of 
the ammunition for Sales to use in its efforts for bigger business. 

Advertising must utilise the amounts appropriated for its use to the 
utmost advantage. The field to be exploited, the consumers to be 
reached, the layout of the advertising matter, folders, and other items 
call for discrimination if the best results are to be achieved. 

_ Despatch is responsible for seeing that goods sold are sent in ample 
time to reach the customer by required date. A knowledge of routing 
iis required as well as, in many instances, expert packing. Alternate 
routes or alternate methods of delivery often present a problem to be 
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solved before goods are finally despatched, a problem not only of time, 
but of cost of delivery. Follow up of non-arrival of goods is also a 
phase of Despatch. 

Production under the works manager has amongst its subdivisions, 
Stores, looking after receipts into stores, store records, and routing 
of stores to factory, planning, or as it is sometimes termed scheduling 
and routing of work, or Production Control, purchasing, maintenance, 
estimating, time and motion study, inspection, laboratory, drawing 
office, engineering, loose tools, labour department or staff superinten- 
dent, as well as the foremen and other subdivisions coinciding with the 
manufacturing operations. In many cases subdivisions shown separ- 
ately would be carried on under one heading, depending on the nature 
of operations, while in other instances further subdivisions may be 
created. 

The Works Manager is responsible for the smooth running of the 
factory, and he would naturally be a technical man, able to organise 
all subdivisions under his control. 

Stores, responsible for receipts into store, despatch to machines 
usually upon instructions or requisitions of the Planning department, 
must keep stocks readily accessible, noting maximum and minimum 
quantities to be carried. Purchasing depends largely on accurate stores 
advice of available stocks. Stores records naturally show, amongst 
other items, the minimum time necessary to replenish supplies. The 
actual records kept by the store subdivision may be stock ledgers, each 
ledger being under control of a master account in the factory ledger, 
supplemented by bin tags which show quantities only. Care must be 
exercised to move out the older stock before handing out new arrivals. 

Planning must see that work is allotted to machines and sections in 
proper order, giving Stores sufficient time to have the materials at 


the required place at the proper time. In allotting work, Planning§ 


takes into account all subdivisions of manufacturing, keeping in mind 
the necessity for an even flow of work, the capacity of men and 
machines, and the scheduled dates of delivery of the finished product. 

Purchasing, responsible for the purchase and receipt of materials 
of correct quality and quantity at the right times, must see to sources 
and reliability of supply, always keeping in mind that the best market 
must be sought. When buying standard lines the work is that of 
proper appreciation of standards in operation in the factory. Quan- 
tities to be bought will depend on requisitions for purchases received 
from other sections, carefully checked before action, maximums allow- 
able, and the position of supplies, amongst other factors. 

Maintenance, sometimes a separate subdivision, is responsible for 
upkeep of machines and factory. Sometimes there is a separate sub- 
division dealing with goods damaged in course of manufacture. It is 
often advisable to take such damaged work out of the line thus not 
holding up the routine of the factory. 

Estimates need to work in close touch with Costing, and where 
other than routine matters are estimated on it may be necessary to 
refer specially to works manager and management. 

Time and Motion Studies, if such a subdivision is in operation, is 
concerned with eliminating waste time in the manufacture of the pro- 
duct, suggesting improved methods to foremen and the works man- 
ager, arrived at by properly constructed observations, as well as under- 
taking special studies when required. 
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Inspection may be carried out at different points in the factory, or 
at the finish of manufacture, depending on the nature of the product, 
and the routine of manufacture. 

Laboratory may be engaged on testing not only finished products, 
but purchases received from outside supplies, or partly manufactured 
goods. Research would be carried on under the direction of Manage- 
ment, at the request of Sales, or under instructions from the works 
manager. 

Drawing Office, engaged on plans, blue prints, and specifications for 
orders or stock is often responsible for suitability of design from 
instructions or requests received from inside or outside the organ- 
isation. 

Engineering, responsible for design and improvement in layout and 
in machines, amongst other matters, often takes in maintenance and 
loose tools under its heading, as well as the supply of power and light. 

Loose Tools having some of the aspects of a store, proper records 
must be kept of tools requisitioned out, and returned. Tools would 
need to be kept in proper order and condition, ready for instant use. 
They may be requisitioned out to jobs in a similar manner to stores. 
Examination of tools when returned would be a regular feature of this 
subdivision. 

The Labour Department is responsible for a suitable supply of 
labour to meet the requirements of the various subdivisions. Records 
to be kept will vary but they should provide for all relevant information 
about each employee. In some instances requisitions for labour are 
made out by foremen or other subdivisional head and approved by the 
works manager or other official selected for that purpose. Transfers 
and retrenchments would be handled by a somewhat similar procedure. 
Applicants for positions would be sent to the foreman concerned, who 
would accept or reject according to their suitability. 

The various manufacturing subdivisions, with a foreman in charge 
of each who is responsible for the flow of production in his subdivision. 
may be altered in design, layout, or responsibilities according to the 
system desired. Where the foreman is primarily responsible for pro- 
duction in his subdivision, the planning of work, the requisitioning of 
stores, and of loose tools, the order of jobs, the maintenance of 
plant, and the supply of suitable labour devolve on subdivisions pre- 
viously enumerated. The foreman’s first concern is to keep production 
in his subdivision up to schedule. 

Each division and each subdivision will keep some records of their 
own but all must be properly coordinated, and be readily available in 
proper form and at the proper time for each interested person. 

Management must keep in mind that successful organisation is the 
result of careful planning, and getting the greatest team work and co- 
operation between the divisions and subdivisions as well as between 
employees as a whole. Each has a definite place in the scheme, each 
must co-ordinate, and each must work in with all. Once the organis- 
ation is jolted then the jolt reverberates throughout. Responsibility 
must be certain, overlapping must be eliminated, and the system varied 
as best suits the undertaking. In some instances it may be an advan- 
tage to combine a number of subdivisions, in others the business may 
demand some subdivisions not mentioned. Management, before in- 
creasing or combining subdivisions, should estimate results in terms 
of expected increase in efficiency. 
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INCOME FROM PERSONAL EXERTION AND PROPERTY 


The following extract from the judgment of Jordan C.J. in C. of T. 
(N.S.W.) v. Cam & Sons Ltd. (1936) 4 A.T.D. 32, elucidates some 
of the principles to be applied where doubt exists whether income is 
derived from personal exertion or property :— 

“A source may, and commonly does, consist of several factors The 
character of the source may depend upon which of the factors is domi- 
nant. The earnings of a carpenter who owns his tools, or of a taxi- 
driver who owns his car, are treated as wholly derived from personal 
exertion, although they are, to a certain extent, derived from property. 
And there are many forms of income which are regarded as wholly 
derived from property, notwithstanding that an appreciable amount of 
personal exertion is involved in connection with the property. At a 
certain stage, which in a particular case it may be difficult to define with 
precision, an accentuation and change of direction of this element of 
personal exertion may, for example, prevent income received in con- 
nection with investments from having the character of income derived 
from property and endow it with that of income derived from personal 
exertion in an investment business.” 


Agistment fees 


Income from personal exertion includes, inter alia, “earnings” and 
“the proceeds of any business carried on by the taxpayer either alonej 
or as a partner with any other person” but in all circumstances “rent” J 
is income from property. 

In most instances the “dominant factor” of agistment fees is rent, 
i.e, a sum payable for the use of a grazing property for a period§ 
calculated with reference to the number of live stock depastured thereon } 
by the tenant during that period. This is so “notwithstanding that an] 
appreciable amount of personal exertion is involved in connection with) 
the property,” i.e., by the landlord. : 

Nevertheless, there may be “an accentuation and change of direction 
of this element of personal exertion” which may convert agistment fees 
into income from personal exertion. For example, the owner of a 
valuable stallion agists brood mares from the time that they are served} 
by the stallion until the foals become yearlings. During this time the 
mares and foals receive expert veterinary and other care supplied by the 
owner of the stallion and his employees. The “dominant factor” in 
the agistment charge is the personal services rendered by the taxpayer 
and his employees, and the use of the land is a mere incident in the 
carrying out of these services. In these circumstances the income 
received is the proceeds of a business carried on by the taxpayer, and 
is not rent, and is therefore assessable as income from personal exertion. 

Where, on the other hand, the dominant factor in an agistment charge 
is rent, and personal services, if any, of the landlord are incidental, the 
income derived is assessable as income from property. 
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Board and Lodging 


Amounts received from tenants in respect of a house, a flat, or a 
room in a building are clearly rent. This is so whether or not the 
premises are furnished by the landlord. 

Just as clearly, amounts received from guests by hotel keepers and 
boarding-house keepers for board and lodging supplied are income from 
a business and are assessable as income from personal exertion. 

The factor of rent is almost exclusively present in the first instance; 
in the second, although rent is present, the dominant factor is the 
services rendered. Between these two classes of income lie forms of 
receipts in regard to which it is difficult to decide whether there has 
been a sufficient “accentuation and change of direction of this element 
of personal exertion” so as to convert the income received from income 
from property into income from personal exertion. 

The owner of a block of flats may supply a caretaker; he may 
arrange for the entrances, passage ways, etc., to be illuminated and 
cleaned, he may provide for a hot water supply to the tenants; he 
may keep the gardens and lawns in order, arrange for the removal 
of garbage, and may render other services to the tenants such as the 
use of a porter, the running of a lift, the use of mail boxes, the recep- 
tion of parcels. He may personally acquire tenants, collect rents, 
and arrange for the carrying out of repairs to the property. Notwith- 
standing this “appreciable amount of personal exertion” the whole of 
the income derived by the landlord is clearly income derived from 
property. 

“It was conceded that the profits of a boarding house or a railway 
might be earnings in this sense, but it was not suggested that the 
profits from a block of flats could be so described even if the rental 
should include payment for the use of lifts, lighting or other services”’ 
per Napier J. in Adelaide Fruit & Produce Exchange Co. Ltd. v. D.F.C. 
of T. (1932) 2 A.T.D. at p. 4. See also Fry v. Salisbury House 
Estate Ltd. (1930). A.C. 432 where it was held that the rents received 
from the tenants of a building (where the owner provided a staff 
to operate the lifts, act as porters, and protect the building), were 
profits arising from the ownership of land, in respect of which the 
assessment under Schedule A of English Income Tax Act 1918 was 
exhaustive. 

The owner of residential chambers may carry out the most or all 
of the above-mentioned activities, and in addition he may arrange 
for the cleaning of the tenants’ rooms, the making of beds, and the 
supply of clean bed linen, towels, soap, etc. Although there is a 
distinct increase in the amount of personal exertion, nevertheless 
I am of opinion that, although the source of the income consists of 
several factors, the dominant factor is rent, and that the whole ot 
the income is income from property. 

The owner of the residential chambers may go one step further 
and supply breakfasts to the tenants, making an inclusive charge 
therefor. In the case of such a “room and breakfast” tariff I am 
of opinion that the stage has been reached where “an accentuation 
and change of direction” has taken place sufficient to endow the whole 
of the income with the character of income from personal exertion. 

“In a particular case it may be difficult to define with precision” 
whether there has been sufficient “accentuation and change of direc- 
tion” but it is considered that the supply of one of the daily meals, 
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together with the other services mentioned, brings the income over the 
border line from the “property” class into that of “personal exertion.” 


Rent of stalls at market 


The repealed Commonwealth Special Property Tax was imposed 
not only on income from property but on all interest, royalties, and 
income derived in the course of carrying on a business, “where the 
income is of such a class that, if derived otherwise than in the course 
of carrying on a business, it would be income from property.” 

The Adelaide Fruit & Produce Exchange Co. Ltd. carries on the 
business of the market authorised by the Adelaide Fruit and Produce 
Exchange Act. The market comprises enclosed shops, surrounding 
a covered space which is divided into thoroughfares and open stalls 
or stands, marked off by corner posts. These open stalls are taken 
by vendors resorting to the market for the sale of their produce. The 
stalls may be taken by the day, week, quarter, half-year or year, but 
they are usually taken by the quarter. In addition to shop rents and 
stallages (being payments by stallholders), the company collects 
“truck fees,” being fees or tolls paid for the right to use the trucks 
in the market, and to have them stored there when not in use. Held 
(1) the stallages were income from property and (2) so also were 
the truck fees so far as they were attributable to the right of user of 
the company’s property, but so far as they represented services by the 
company in storing and protecting the trucks they were “earnings” 
and income from personal exertion. Adelaide Fruit & Produce Ex- 
change Co. Ltd. v. D.F.C. of T. (1932) 2 A.T.D.I. 





PURCHASE OF DEPRECIATED PLANT 


Where no separate value allocated in contract of sale 

Section 60 of the Commonwealth Income Tax Assessment Act pro- 
vides as follows :— 

“(1) Where, either before or after the commencement of this Act, 
a person has acquired any property in respect of which depreciation 
has been allowed or is allowable under this or the previous Act, he 
shall not be entitled to any greater deduction for depreciation than 
that which would have been allowed to the person from whom the 
property was acquired if that person had retained it: 

“Provided that, where under the last preceding section an amount 
is included in the assessable income of the person selling the property, 
the person acquiring the property shall be allowed depreciation cal- 
culated on the sum of that amount and the depreciated value of the 
property under this Act at the time of the sale. 

“(2) This section shall not apply where the Commissioner is of the 
opinion that the circumstances are such that depreciation based on the 
actual consideration given should be allowed.” 

Section 59 (3) (c), provides that where depreciated property is 
sold with other assets and no separate value is allocated to the pro- 
perty, the consideration receivable is an amount determined by the 
Commissioner. In (1938) 8 C.T.B.R. Cas. 29 it is stated that “if 


the vendor thinks the amount so determined is excessive, he may lodge 
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an objection. So may the purchaser, if he considers the amount too 
low. In either case, it is hardly open to question that any such ob- 
jection should be lodged against the assessment for the year of income 
in which the sale took place.” In the case under review the deduction 
which the purchaser received from March, 1935 (date of sale) to 
June 30, 1935 (close of year of income) was the same as would have 
been received by the vendor for that period, had the sale not taken 
place. The purchaser did not challenge its assessment for that period 
and its claim for depreciation allowance for the following income year, 
1935-6, based on a higher purchase price, was disallowed by the Board. 





AMENDMENTS TO COMMONWEALTH LAND TAx ASSESSMENT 
AND Tax Acts 


Amendments to the Land Tax Assessment Act 1910-1937, made by 
the Land Tax Assessment Act, No. 15 of 1940, will affect :— 

(a) Mutual Life Assurance Societies ; 

(b) Friendly Societies ; 

(c) Societies, clubs or associations not carried on for pecuniary 

profit ; 

(d) Perpetual Leases. 

The Land Tax Act 1910-1940 doubles the rates in force for the 
past financial year. 


Mutual Life Assurance Societies 


“Mutual Life Assurance Society” means any life assurance society 
all the profits of which are divided among the policy-holders. (s. 
41(3)). 

Ever since the inception of the Commonwealth Land Tax in 1910, 
purely mutual life assurance societies were completely exempt from 
land tax upon their land, except in respect of land held as mortgagees 
in possession or acquired under or by virtue of a mortgage. Partly 
mutual societies (societies with shareholders and policy-holders) re- 
ceived a partial exemption only; they enjoyed exemption based on 
the proportion of their Australian policies to their total policies. 

The Treasurer (Mr. Spender, K.C.), in his second reading speech 
explained: “In recent years, these societies have, in the course of 
their operations, acquired valuable sites in the heart of the capital cities 
and have erected modern buildings thereon, the whole or major por- 
tion of which is let to tenants in competition with other land owners 
in the vicinity. Obviously, the freedom from land tax which the 
Societies enjoy, places them in a very favourable position as compared 
with their competitors who are liable to the tax. ... The Government 
considers that, in fairness to other land owners, the stage has now 
been reached when the existing position should be reviewed.” 

The effect of amended section 41 is as follows :— 


(i) Purely Mutual Life Assurance Societies: 


(a) Total exemption from land tax in respect of land owned 
and solely occupied by them for their own purposes (s. 


41 (1)); 








THE AUSTRALIAN ACCOUNTANT AUG 


(b) Partial exemption from land tax where building erected 
on land owned by a society is partly used or occupied by 
persons other than the society. In this case, the unim- 
proved value of that land is reduced to an amount which 
bears the same proportion to that unimproved value a 
the rental value of the part so used or occupied, or intended 
to be so used or occupied by those other persons, bears 
to the total rental value of the building (s. 41 (2)). 


(ii) Partly Mutual Life Assurance Societies: 


(a) Where land is owned and solely occupied by a partly 
mutual life assurance society, the exemption from land 
tax is limited to the proportion which the value of its 
Australian life assurance policies bears to the total value 


of its life assurance policies, (s. 41 (4) (a)). In this 


case, the position remains unchanged. 


Where land owned by a partly mutual life assurance 
society is partly used or occupied by persons other than the 


society, the unimproved value is first adjusted in accord- 


ance with s. 41 (2) explained above. That is to say, that 
portion of the unimproved value attributable to the part 
of the premises used, etc., by other persons is assessable 
in full as in the case of purely mutual societies. 

That portion of the unimproved value attributable to the 
part of the premises used by the society is exempt to the 
extent which the value of its Australian life assurance 
policies bears to the total value of its life assurance policies 


(s. 41 (4) (b)). 


Friendly Societies 


Like purely mutual life assurance societies, friendly societies have 
in the past been immune from Commonwealth Land Tax. The amend- 
ments to s. 13 will affect friendly societies in exactly the same man- 


ner as amended s. 41 affects purely mutual life assurance societies 


They are wholly exempt only in respect of land owned and solely 
occupied by them for their own purposes. The partial exemption 
applies where the land is partly used or occupied by persons other 
than the friendly society. 


Societies, Clubs or Associations not carried on for pecuniary profit 


The 1940 Land Tax Assessment Act removes an anomaly which 
was created as a result of a decision of the Courts. Originally, 
the Act intended, and the Commissioner of Land Tax allowed, com- 
plete exemption to societies, clubs or associations not carried on for 
pecuniary profit, where the land was used or occupied solely as a site 
for a building owned and occupied by the society, club or associa- 
tion. The New South Wales Supreme Court decided that this 
exemption only applied where the particular body was the sole occu- 
pant of the building. Thus, if all but one room were occupied by 2 
society, club or association, that body became liable to land tax in 
respect of the whole of the land on which the building was erected. 
The Act has been amended to bring these bodies into line with mutual 
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life assurance and friendly societies. They are exempt to the extent 
of the land used or occupied for their own purposes. 

The Act specifically provides that “where land which is the site 
for a building is owned by a taxpayer, no part of that land shall 
for the purposes of the assessment of that taxpayer be deemed to be 
a separate parcel.” (s. 11 (4)). The purpose of the provision is 
to prevent the valuation as a separate parcel of every room in a build- 
ing which is separately let. 

Perpetual Leases 

New paragraph (d) added to section 28 (3) provides :— 

“the unexpired period of a lease which is a perpetual lease shall 
be deemed to be one hundred years.” 

This new paragraph removes an anomaly which was created as a 
result of a High Court decision in 1929. In that year, the High 
Court held that unless there was a specific period for a lease, the 
liability to tax in respect of that lease did not arise, because the pre- 
scribed method of assessing the unimproved value of such a lease 
could not be applied. (Clarke Tait & Co., and another v. Federal 
Commissioner of Land Tax (1929) 43 C.L.R. 1). As a perpetual 
lease has no fixed period, this decision had the effect of removing 
perpetual leases from the taxable field. The above amendment, simply 
by fixing the unexpired period of perpetual leases as being 100 years, 
restores these leases to the taxable field. 


Rates of Land Tax 


The Land Tax Act, No. 16 of 1940, exactly doubles the rates in 
force for the past financial year. The new schedules are as follows :— 
“FIRST SCHEDULE 
Rate of tax when owner is not an Absentee 

For so much of the taxable value as does not exceed £75,000 the 
rate of tax per pound shall be One penny and one eighteen thousand 
seven hundred and fiftieth of one penny where the taxable value is 
One pound, and shall increase uniformly with each increase of One 
pound in the taxable value by One eighteen thousand seven hundred 
and fiftieth of one penny. 

For every pound of taxable value in excess of £75,000 the rate 
of tax shall be Ninepence. 

The rate of tax for so much of the taxable value as does not exceed 
£75,000 may be calculated from the following formula :— 

R = rate of tax in pence per pound. 
V = taxable value in pounds. 


V ” 
R =(1 + 13756) pence. 
“SECOND SCHEDULE 
Rate of tax when owner is an Absentee 

For so much of the taxable value as does not exceed £5,000 the 
rate of tax per pound shall be One penny. For so much of the tax- 
able value as exceeds £5,000 but does not exceed £80,000 the rate of 
tax per pound shall be Twopence and one eighteen thousand seven 
hundred and fiftieth of one penny where the excess is One pound, and 
shall increase uniformly with each increase of One pound in the 
taxable value of One eighteen thousand seven hundred and fiftieth of 


one penny. 
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For every pound of taxable value in excess of £80,000 the rate of 
tax shall be Tenpence. 

The rate of tax for so much of the taxable value as exceeds £5,000 
and does not exceed £80,000 may be calculated from the following 
formula :— 

R = rate of tax in pence per pound. 
E = excess of taxable value over £5,000 in pounds. 


ae E — = 
R =(2+ aa) pence. 


The amendments effected by the Assessment and the Tax Acts 
will apply to all assessments for the financial year beginning on July 
1, 1940, and for each financial year thereafter. 

A further amendment to the Assessment Act provides that the 
Commissioner and Assistant Commissioner shall retire at the age 
of 65 years. 





EXEMPTION OF PAY AND ALLOWANCES WHILST ON ACTIVE SERVICE 
A new exemption has been added to s. 23 of the Commonwealth 
Income Tax Assessment Act by the amending Act of 1940:— 


“S. 23. The following income shall be exempt from income tax :— 

(s) in the case of any person enlisted in or appointed to the Naval, Military 
or Air Forces of the Commonwealth or any part of the King’s dominions 
or of any Ally of Great Britain for service outside Australia during 
the present war between His Majesty the King and Germany—the 
pay and allowances earned by him as a member of those Forces during 
the period commencing on the Third day of September, 1939, or on 
the date of his enlistment or appointment (whichever is the later date) 
and terminating on the date of his discharge or the termination of his 
appointment : 

Provided that this paragraph shall not apply to any pay or allowances 

so earned during the year of income by a member of the Forces who 

does not at any time during the period commencing on the Third 

day of September, 1939, and terminating one year after the close of 

that year of income— 

(i) in the case of a member of the Naval Forces of the Commonwealth 
—serve in a sea-going ship; or 

(ii) in the case of a member of the Military or Air Forces of the 
Commonwealth—embark for service outside Australia.” j 


It is provided that the above amendment shall continue in force 
until twelve months after the date of the issue of a proclamation that 
the present war has ceased, and no longer. 

The following points should be observed :— 


(a) The exemption applies to pay and allowances for service not 
only in the Australian Naval, Military and Air Forces, but 
also such services in any Empire or Allied force. 

(b) The exemption commences from September 3, 1939, or the 
date of enlistment or appointment, whichever is the later date. 
For example, a member of the A.I.F. is, (subject to (c) below), 
exempt from the date of his enlistment, not from the date of 
embarkation. Again, a resident of Australia, who was serving 
with the British forces at the outbreak of the war, is exempt 
from Commonwealth income tax in respect of his pay and allow- 
ances as from September 3, 1939. 
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(c) The proviso to new s. 23 (1) (s) was inserted during the 
passage of the Bill to prevent a possible anomaly. It might 
be found, for example, that in the case of two officers, who are 
performing similar duties in Australia for the duration of 
the war, one is, but for the proviso, exempt in respect of his 
pay and allowances because he has enlisted for service abroad 
and the other is assessable because, under the conditions of his 
appointment, he is precluded from such enlistment. The fol- 
lowing examples illustrate the effect of the proviso to s. 23 (1) 
(s):— 

(i) A member of the A.I.F. enlists on May 1, 1940. He 
embarks for service outside Australia on July 5, 1941. He 
is assessable in respect of his pay and allowances for 
period May 1, 1940 to June 30, 1940, because he did not 
at any time during the period commencing September 3, 
1939 and terminating on June 30, 1941 (i.e., one year 
after the close of income year ended June 30, 1940), em- 
bark for service outside Australia. Although he spent the 
whole of income year ended June 30, 1941, in Australia, 
he is exempt in respect of his pay and allowances for 
that income year because he embarked for service outside 
Australia on July 5, 1941, i.e., within one year after the 
close of income year ended June 30, 1941. 


An officer appointed to the Naval Forces of the Common- 
wealth for service outside Australia during the present 
war, served in a sea-going ship between December 1939 
and March 1940. Thereafter, he was engaged on shore 
duties in Australia until the cessation of the war. He is 
exempt in respect of his pay and allowances from the date 
of his appointment until its termination, because the proviso 
does not apply where a naval officer served in a sea-going 
ship at any time between September 3, 1939 and the close 
of the year succeeding the year of income. 


(d) The exemption applies only to Naval, Military or Air Force pay 
and allowances. It does not apply to any other income derived 
by the taxpayer such as, for example, any sum received from his 
employer representing the amount by which his salary prior to 
enlistment exceeds his service pay. Any such excess paid by an 
employer to an employee who enlists for service in Australia or 
abroad, is an allowable deduction in the employer’s assessment, 
if the salary paid to that employee prior to enlistment was an 
allowable deduction. 





DIVIDEND “CREDITED” TO SHAREHOLDER 


A company transferred to its reserve account the sum of £350,000 
representing undistributed profits from the carrying on of its business 
and resolved to distribute bonus shares “out of reserve account to the 
full amount to the credit of this account, viz.: £350,000.” The directors 
of the company subsequently passed a resolution allotting the bonus 
shares, which provided for the allotment of 210,000 shares to N. Each 
of the resolutions was carried in the presence of and with the consent 
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of all the shareholders of the company. The Victorian Commissioner of 
Taxes included in N’s assessment of taxable income, for the purposes 
of special tax under the Income Tax Acts 1935, and unemployment 
relief tax under the Unemployment Relief Tax (Assessment) Act 1933, 
the sum of £210,000 being the face value of the bonus shares allotted to 
N. Held: by the Privy Council (affirming the decision of the High 
Court of Australia 1 A.I.T.R. 266) that a dividend, profit or bonus had 
been “credited” to N from the profits of the company within the mean- 
ing of the said Acts, and that the said sum was properly included in N’s 
assessment for special tax and unemployment relief tax. Nicholas v. C 
of T. (Vic.) (1940) 2 A.LT.R. 

It was argued before the Privy Council that the above decision was 
inconsistent with the principles laid down by the House of Lords in 
I. R. Comrs. v. Blott [1921] 2 A.C. 171. The Privy Council summarised 
certain quoted extracts from the judgments in Blott’s case as follows :— 

“Although in form a dividend was declared, it was inevitably at 
once applied to payment of the capital sums which the shareholders 
would otherwise have had to contribute. The share of profits so | 
applied was never in the hands of the shareholder, nor had he ever a | 
right to sue for it. Therefore in no sense could the shareholder be | 
said to have received payment, or to have had the right to demand pay- 
ment, of a share of the profits, which, in such an event, would have 
formed part of his income for the purposes of British super-tax. But 
it seems equally clear that the learned Lords accepted the view that 
the shareholder was credited with the discharge by such payment of 
his liability for payment in full on allotment.” 

Nicholas’ case was decided under the Victorian Acts whereunder 
the assessable income of a person shall include “any dividend interest 
profit or bonus credited paid or distributed to him by the Company.” 
After referring to Bouch v. Sproule (1887) 12 App. Cas. 385, the 
Privy Council said: “Clearly, in the opinion of their Lordships, in 
that case the dividend, even if not ‘paid’ or ‘distributed’ was ‘credited’ 
to the shareholder from the profits of the Company, and the fact that 
the credit was used for the discharge of a capital liability, however 
relevant in a question of British super-tax, is not relevant in the 
case of the Victorian Statutes, under which it is to be deemed to form 
part of his assessable income.” 





AMENDMENTS TO COMMONWEALTH EsTATE Duty ASSESSMENT 
AND Estate Duty Acts 


The principal amendments effected by the Estate Duty Assessment 
Act, No. 12 of 1940, and the Estate Duty Act, No. 13 of 1940, are :— 

(a) Increased concessions in respect of smaller estates passing to 
widow, children or grandchildren of deceased; 

(b) Withdrawal of concessions in respect of larger estates passing 
to widow, children or grandchildren ; 

(c) Limitation of exemption of persons dying on active service; 

(d) Increase in rates of Estate Duty. 


Estates passing wholly to widow, children or grandchildren of deceased 


Before the amending Act, estates passing to widow, children or § 
grandchildren of the deceased, was assessed at two-thirds of the rate 
which would otherwise be payable. That is to say, all such estates, 
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rrespective of their amount, received a reduction of one third of the 
ate of estate duty. Subsection 6 of Section 8 of the Principal Act, 
pranting this concession, has been omitted from the amending Act. 
New Section 18 A (1) (a) now provides :— 
“(1) From the value of the estate there shall be deducted— : 

(a) where the whole of the estate by will, intestacy, gift inter vivos 
or settlement passes to the widow, children or grandchildren of 
the deceased—the sum of Two thousand pounds decreasing by One 
pound for every Ten pounds by which that value exceeds Two 
thousand pounds up to a value of Ten thousand pounds and there- 
after decreasing by One pound for every Two pounds by which 
that value exceeds Ten thousand pounds ;” ; 

Therefore, estates passing to the widow, children or grandchildren 
pf the deceased, are granted an exemption of £2000 (previously £1000), 
pbating on a sliding scale, vanishing at £12,400. No concession what- 
pver is granted to such estates in excess of £12,400. 

?states NOT passing to widow, children or grandchildren of deceased 

New Section 18 A (1) (b) provides :— 

“(1) From the Value of the estate there shall be deducted— 

(b) where no part of the estate by will, intestacy, gift inter vivos or 
settlement passes to the widow, children or grandchildren of the 
deceased—the sum of One thousand pounds decreasing by One 
pound for every Ten pounds by which that value exceeds One 
thousand pounds up to a value of Six thousand pounds and there- 
after decreasing by One pound for every Eight pounds by which 
that value exceeds Six thousand pounds.” 


The general exemption of £1,000 in respect of such estates is thus 
maintained, but, in addition, there is now a diminishing exemption 
or estates exceeding £1,000 but not exceeding £10,000. 

Estates passing PARTLY to widow, children or grandchildren 

New Section 18 A (1) (c) provides that where an estate passes 
bnly partly to the widow, children or grandchildren of the deceased, 
he exemption allowed will be appropriate to the proportion of the 
state so passing. 


Limitation of exemption of persons dying on active service 


Section 9 of the Principal Act, which provided for complete 
xemption (irrespective of amount) in respect of “the estate of any 
person who during the present war (1914-18) or within one year after 
s termination dies on active service or as a result of injuries received 
br disease contracted on active service” is repealed and the following 
ection inserted in its stead :-— 


“Where the value for duty of the estate of a member of the Naval, Military or 

Air Forces of the Commonwealth or of any part of the King’s dominions or of 
ny Ally of Great Britain who, during the present war between His Majesty 
¢ King and Germany or within one year after its termination, dies on active 
ervice or as a result of injuries received or disease contracted on active service, 
oes not, after all the deductions under this Act (except the deduction under 
ection eighteen A of this Act) have been allowed, exceed the sum of Five 
ousand pounds, that estate shall not be liable to estate duty.” 


Apportionment of duty among beneficiaries 


As a result of the new concessions to estates passing to widow, 
Bhildren or grandchildren of the deceased, the proviso to Section 35 
had to be omitted and is replaced by the following proviso :— 

“Provided that for the purposes of the foregoing provisions of this 
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section, the value of the interests of the widow or children or grand 
children shall be reduced by an amount ascertained in accordance wit 
the provisions of sub-paragraph (i) of paragraph (c) of sub-sectio 
(1) of section eighteen A of this Act.” 


Increase in rates of Estate Duty 


The Estate Duty rates are altered for the first time since 1914 
The schedule to the Estate Duty Act 1914 is repealed and the ne 
increased rates are as follows :— 


Rates of Estate Duty 


(a) Where the value for duty of the estate does not exceed £10,00 
—£3 per centum. 

(b) Where the value for duty of the estate exceeds £10,000 b 
does not exceed £20,000—£3 per centum increasing by thr 
one-hundredths of £1 per centum for every complete £100 | 
which that value exceeds £10,000. . 

(c) Where the value for duty of the estate exceeds £20,000 by 

does not exceed £100,000—£6 per centum increasing by thre 
two-hundredths of £1 per centum for every complete £100 | 
which the value exceeds £20,000. 
Where the value for duty of the estate exceeds £100,000 by 
is less than £500,000—£18 per centum increasing by one tw 
hundredths of £1 per centum for every complete £1,000 | 
which the value exceeds £100,000. 


(e) Where the value for duty of the estate is £500,000 or more 

£20 per centum.” 

The above amendments apply to the Estates of deceased perso 
dying on or after the date of the commencement of the Assessmeq 
and Rates Acts. These Acts (Nos. 12 and 13 cf 1940) came ini 
operation on May 20, 1940. : 


VALUE OF VENDOR’S SHARES IN MINING COMPANY 


Section 21 of the Commonwealth Income Tax Assessment Act an 
the corresponding provisions of the State Acts provide that wherg 
upon any transaction, any consideration is paid or given otherwis 
than in cash, the money value of that consideration shall, for the pug 
poses of the Act, be deemed to have been paid or given. 

In the case of “vendor’s” shares in a mining company it is not ig 
frequently stipulated that they are subject to the condition that the 
cannot be sold on the Stock Exchange for a period of six month 
after the date of issue. Although vendor’s shares can be dispose 
of in other ways, this restriction has an adverse effect on their mark 
value at the date of issue, and that is the only date to be consider 
when assessing their value. 

The dispute in (1937) 8 C.T.B.R. Cas. 18 concerned the value « 
vendor’s shares, 7,250 and 6,700, respectively, in two mining compani 
X and Z. In each case the taxpayer was assessable in respect of the 
money value. 

The following table sets out the paid up value of the shares, t 
value placed on them by the taxpayer, and the value placed on thes 
by the Commissioner and the Board of Review :— 





1940 THE AUSTRALIAN ACCOUNTANT 33 


Commis-  Percen- 
Total shares Total Vendor’s Taxpayer's sioner’s tage of Board's 
Issued. shares. valuation. valuation. face value. decision. 


X 600,000 150,000 6d. 9d. 374 9d. 
@ 2s. 

Z 300,000 60,000 3d. 6d. 20 6d. 
@ 2s. 6d. 





INCOME FROM APPRAISED WooL 


In the May, 1940, issue of the journal an article by A. I. Martin was 
published dealing with income from appraised wool. It was pointed out 
that the Federal Commissioner of Taxation had decided that the 10 
per cent. of the appraised value of wool retained by the Central Wool 
Committee from the supply of the wool is not income of the woolgrower 
until it ceases to be retention money and becomes payable to the wool- 
grower. The Federal Commissioner, therefore, ruled as follows :— 

“The returns of woolgrowers should accordingly include in the 
year of receipt the amounts received by them in respect of wool 
supplied by them to the Central Wool Committee. Any surplus that 
may be distributed to the woolgrowers in excess of the appraised value 
of the wool should also be included in the return of the recipient of the 
year in which the amounts are received.” 

Advices have just been received from the secretary of the Taxpayers’ 
Association of New South Wales that he has been in correspondence 
with the New South Wales Commissioner on the subject. The following 
are copies of the secretary’s letter and the New South Wales Commis- 
sioner’s reply :— 

Letter from secretary— 

“It appears that the Central Wool Committee will distribute to 
graziers during July the following amounts: 

(a) Retention funds of 10% of the appraised value of participating 

wools and— 

(b) Surplus proceeds equivalent to 84% of the appraised values. 

“These payments will, generally speaking, relate to wool appraised 
prior to 30th June. 1940. 

“I am asked to obtain from you a ruling as to whether these further 
proceeds constitute assessable income for the year ended 30th June, 1940, 
or 30th June, 1941. 

“Will you indicate if the same practice will be adopted in the assess- 
ment of both Federal and State income taxes.” 

Commissioner’s reply— 

“T am in receipt of your letter of 9th inst. and in reply desire to advise 
that, where the books of the taxpayer are so kept as to bring retention 
money to account as revenue of the year, the returns may be furnished 
on that “basis. 

“In all other cases, the money in question should be returned in 
the year of receipt. 

“This applies for both Federal and State Income Tax purposes.” 





FurTHER Notes oN War-TimeE (Company) Tax AssEssMENT BILI. 


At the moment of writing these notes the position appears to be that 
the Government intends to reintroduce this Bill in the near future, 
but with certain amendments. In the meanwhile, readers have sub- 


c 
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mitted a number of queries and the following is an attempt to answer 
some of them. 

One reader has asked—are premiums received on shares to be treated 
as part of the capital employed? In a very recent decision of the 
House of Lords (Lowry v. Consolidated African Selection Trust Ltd. 
[1940] 2 All E.R. 545) Viscount Maugham said at pp. 552-3 :—“Upon 


an issue of shares, the assets of the company are increased by the | 
amounts obtained from the subscribers. These amounts are obviously § 


not profits or gains of the trade, and they are not liable to be brought 
into the accounts for income tax. It may be said that these amounts 
are of the nature of capital, but I prefer for the present purpose to say 


that beyond all doubt they are not profits and gains arising or accruing § 





194 


the 





£2! 
enc 


from a trade for that goes directly to the question which arises under § 
Sched. D. What I have said is equally true whether the shares are | 


allotted at par or at a premium.” 


In my opinion, premiums received on shares form, for the present | 


purpose, part of the receipient company’s capital and should be brcught 


to account in ascertaining the capital employed. To place the matter | 
beyond all doubt, Clause 21 of the Bill should be amended so as to § 


provide specifically for the inclusion of such premiums. 


A reader has asked whether there is any provision for the joint § 
assessment of companies where they consist of the same, or substan- § 
tially the same, shareholders who hold the shares in substantially the 


same proportions. 


There is no such provision in the Bill. For example, there is nothing J 


to prevent a company, with a capital of £20,000, and owning five shops, 
from dividing its activities into five separate companies with a capital 
of £4,000 each. None of these companies would be a subsidiary of 
any of the others and, therefore, each company could, under Clause 
21 (8) have a deemed capital of £12,500. 


A reader cites this position:—A holding company controls a sub- 


sidiary company and is entitled to receive 51 per cent. of its profits. § 
The subsidiary makes a considerable loss during the year and the holding § 





company elects to have the subsidiary treated as a branch. Can the & 
whole of the subsidiary’s loss be set off against the holding com- § 


pany’s profits in determining the latter’s “taxable profit” or only 51 § 
per cent.? As the Bill stands, I am of opinion that the whole of the 

loss can be brought to account. This is unjust to the Revenue. On J 
the other hand, if, in the same circumstances, the subsidiary made a § 
profit, the whole of that profit would be amalgamated with that of § 
the holding company which might operate unjustly to the latter, but § 


in such an event the holding company would decide not to elect to 
treat the subsidiary as a branch. 

To illustrate another absurdity in Clause 16, I have encountered a 
case where two companies own all the shares of a subsidiary and each 
is entitled to receive exactly one-half of the profits of the subsidiary. 
The subsidiary cannot, therefore, be treated as a branch of either of 
its shareholder companies. The subsidiary has sustained heavy losses, 
and the ownership of one extra share by one of the shareholder com- 
panies could turn it into a holding company which would save it 
thousands of pounds in War-time (Company) Tax. 

Another reader has raised the following point:—Clause 21 pro- 
vides that the capital employed in any accounting period shall be ascer- 
tained by adding the amounts averaged over the accounting period of 
the capital and accumulated profit. Clause 17 provides that where 
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the taxable profit is ascertained by reference to a period of less than 
12 months, the percentage standard shall be an amount which bears 
the same proportion to the statutory percentage of the capital employed 
as that lesser period bears to 12 months. What is the position where 
a company commenced business on October 1, 1939, with a capital of 
£25,000, and made a taxable profit of £6,000 for the nine months 
ended June 30, 1940? 


I am of opinion that as the Bill stands, the solution is as follows :— 


Actual capital ae a 9 months vine 
30/6/40) . a . £25,000 


To ascertain the “capital employed” for the purpose 
of War-time (Company) tax; the capital must be 
averaged over the accounting period: (Clause 21) 
Therefore, “capital employed” is—9/12 of £25,000=£18,750 
Percentage Standard, as provided by Clause 17, is 
also to be averaged : 7“ of -" = 69 
Taxable Profit .. .. . ied, le ; 
Less: Percentage Standard: 6% % of £18,750 ae 125 


Amount subject to War-time (Company) Tax ..  £4.875 


This solution, if correct, is, of course, utterly unjust. The only 
adjustment necessary to equalise the position in the case of capital 
not employed for the full year, is that required to be made under 
Clause 21. There is no need to make a further adjustment in respect 
of the percentage standard :— 

Actual capital employed .. .. .. .. .. .. .. .. £25,000 


PE ng ca pa ae wal as ah 0% we oc Ee 


Taxable profit .. .. . oe 
Less percentage standard 8% “of ee 1,500 


Amount subject to War-time (Company) Tax .. £4,500 


Alternatively, the same result will be obtained by not adjusting the 
capital and by reducing the percentage standard :— 
Ce GUND Gy ca cu: 4e- ce 4k ds 6s es a 


ee ee a ee ee 6,000 
Less percentage standard 6% of £25,000 .. .. .. 1,500 


Amount subject to War-time (Company) Tax .. £4,500 


It is clearly wrong to make both adjustments 

At the recent Federated Taxpayers Conference held in Sydney, a 
member raised the following interesting point. Clause 21 (1) pro- 
vides for the deduction from the “capital employed” of any capital 
which is not being used in the production of the taxable profit. He 
referred to the position where a company makes an interest-free loan 
to the Commonwealth Government, and, rightly I consider, expressed 
the opinion that the amount of such loan would have to be excluded 
from the capital employed. Unless this anomaly is rectified, com- 
panies should invest in interest-bearing loans and give the interest back 
to the Federal Government for the purpose of defence, rather than 
invest in interest-free loans. The interest is assessable but the gift 
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is an allowable deduction so that the taxable profit will remain the 
same. The vital difference, however, is that the amount invested wil] 
be included in the capital employed. 

Mr. P. Hosking, of Melbourne, has drawn attention to an arith- 
metical mistake of mine on p. 372 of the July 1940 issue of the Journal. 
The example illustrating the present provisions of the Bill relating 
to the amount standing to the credit of the profit and loss account 
should read :— 


Paid up capital, -iaea 30, 1939 .. 
Reserves .. .. 


Profit & Loss Account 1/7/39 .. 
Final dividend 31/7/39 .. . 


For 1 year... . 
For 1 month—1/12th “of “£7, 500 (not 
£8,140 as stated by me) — 
£1,265 
Profit for half-year to 31/12/39 .. .. .. 
Interim dividend 31/1/40 .. .. 


For 6 months—half of £8497 .. .. 
For 1 month—1/12th of £7,500 (not 


£15,997 as stated by me) 


On looking at the example again I think I have expressed the posi- 
tion very badly and that the following is by far the better method of 
illustration :— 

Profit and Loss Account— 

For 12 months .. .. . £8,140 
Less—Final dividend 11/12ths of “£7, 500 6,875 


£1,265 
For six months—} of £15,997 - .. 7,998 
Less Interim dividend 5/12ths of £7, 500. 3,125 
4,873 


£6,138 


Mr. Hosking submits the following as an alternative method of 
making the calculations :— 
Profit and Loss Appropriation Account 
CREDITS :— 
1939 Amount Months 


July 1 By Balance .. .. .. .. .. £8,140 12 
mee. FBLA .. .. - Be 6 


Tete 4... os «+ oe ST 
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DEBITS :— 
1939 

July 31 To Final Div. 
1940 

Jan. 25, Interim Div. .. 


Totals .. 


CREDIT BALANCE se ak ae 
Average. 1/12th of £73,662 = .. 





Suggested Amendments to the Sales Tax Assessment 
Acts 


By H. R. Irvine, a.c.a. (Aust.), A.c.1.s. (ENG.) 


The nine Sales Tax Assessment Acts have now been in force for 
over nine years and whilst a number of the amendments made during 
that time have rectified anomalies and difficulties which previously 
existed, some of those amendments have, in themselves, created other 
anomalies and difficulties. In addition there are some provisions in 
the Acts which still exist as they were originally enacted and which 


} are long overdue for reform. 


Some of the more desirable amendments to the Acts are indicated 
hereunder :— 


OBJECTIONS AND APPEALS 

Section 41 (1) of the Sales Tax Assessment Act 1930-1936 pro- 
vides that a taxpayer who considers that any amount upon which he is 
required to pay sales tax in respect of any goods is not the sale value 
of those goods as declared by the Act, or who is dissatisfied with any 
assessment or decision made by the Commissioner under the Act by 
which the sale value of any goods is ascertained, may, within forty- 
two days after the first day upon which he is required by or under 
the Act to pay sales tax upon that amount or value, post to or lodge 
with the Commissioner an objection in writing against that amount or 
value stating fully and in detail the grounds on which he relies. 

In his interpretation of this Section the Commissioner has stated 
(paragraph 996 of “Sales Tax Law” 1930-1938) that— 


“It should be noted that a taxpayer may only object against the 
amount or value which the department asserts, in some notice of 
assessment or liability, is the sale value upon which tax is required 
to be paid.” 

It is also stated in paragraph 999 that— 

“An objection lodged on the ground that goods (in respect of 
which tax is required by some notice of assessment or liability to 
be paid) have no sale value is a valid objection.” 

In order to obtain a proper appreciation of the position under which 
a sales taxpayer is placed by the law it is necessary to bear in mind 
that, again using the words of the Commissioner, “in its general appli- 
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cation, the sales tax law does not contemplate the issue of an assess. 
ment or notice of liability as a condition precedent to the payment 
of the tax.” 

In its general incidence the objective of the various Sales Tax 
Assessment Acts is to require payment of tax by a manufacturer on 
the sale value of goods “manufactured” by him and sold by whole. 
sale or by retail, treated as stock for sale by retail, applied by him to 
his own use or leased by him, and by a wholesale merchant in respect 
of goods purchased in or imported into Australia and sold by him 
by “wholesale,” applied by him to his own use or leased by him. 

Tax is payable on what is termed a “sale value” which the taxpayer 
is required to state in the monthly returns lodged by him. But before§ 
the “sale value” (or amount upon which tax is to be paid) can bh 
determined, it is obviously necessary to know what activities constitutel} 
“manufacture” within the meaning of the Act; what sales constitute 
“sales of goods by wholesale” and what sales are retail sales; whatf 
is meant by treatment of goods as “stock for sale by retail” and the 
application of goods to a registered person’s own use; what trans. 
actions are classifiable as “leases” and when are goods considered to 
be “imported” into Australia. ne 

It is true that various attempts have been made to define “manu-§ 
facture” and “sale of goods by wholesale” but these definitions are 
by no means comprehensive, nor do they leave a taxpayer’s liability§ 
beyond doubt. 5 

If a taxpayer fails to furnish monthly returns in respect of good 
“manufactured” by him and/or sold by him by “wholesale” he ism 
subject to heavy penalties for breaches of the law. If he furnishes§ 
those returns he is required to assert in the returns the sale value oi 
the subject goods. The Commissioner states (paragraph 998 of 
“Sales Tax Law” 1930-1938) that— 

“The sale values of goods are, as a general rule, fixed by lawy 
and taxpayers are required by law to furnish returns and pay tax onf 
the sale values so fixed. Where tax is so paid there is no right of 
objection, as it is obvious that a taxpayer cannot claim that the 
amount upon which he is required by law to pay tax in respect of any 
goods is not the sale value of the goods as declared by the Acts.” 




















Unfortunately the Acts do not declare, in anything like a definitely 
manner, what the “sale value” is and the assertion by a taxpayer oiff 
that sale value is by no means an easy task. oe 

Some little time ago I sought advice from the Commissioner as tof 
his interpretation of the law as to the right of a taxpayer to lodge anf 
objection under Section 41 on the ground that— 


am 


(a) Certain goods or commodities are not “goods” within the 
meaning of the Sales Tax Assessment Acts; 

(b) Certain goods are not “manufactured” goods within the mean- 
ing of the Acts; or 

(c) Certain sales are not “sales of goods by wholesale” as con- 
templated by the Acts. 


In his reply the then Deputy Commissioner referred to a ruling now 
expressed in paragraph 999 of the “Sales Tax Law” 1930-1938, 
quoted above, and stated that that ruling was intended to refer to any 
objection upon a ground, the effect of which is that goods have no 
sale value. He also stated that cases (a) and (b) as specified in my 
enquiry “appear to fall within that category, and, in certain circum- 
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stances, case (c) might also fall within that category. Case (c), in 
other circumstances, might amount to an objection that the sale value 
determined by the department is too high. This also would be a 
valid objection.” (In each case the italics are mine.) 

This reply was a very indefinite interpretation of the law and as it 
was considered essential that the rights of taxpayers in the matter 
of objections and appeals should be beyond doubt, the question was 
raised by a deputation from the Taxpayers Association of New South 
Wales to the present Acting Treasurer (Mr. Spender) some few 
months ago. Mr. Spender gave a very sympathetic hearing to the 
case put forward by the Association but in his subsequent reply he 
stated that the Department had previously amplified the ruling (now 
expressed in paragraph 999) in which advice was given to me to the 
effect that objections on the ground that goods have no sale value may 
be properly based on the contention that the goods— 

(a) are not “goods” within the meaning of the Sales Tax Assess- 

ment Acts; 

(b) are not “manufactured” goods within the meaning of the Acts, or 

(c) have not been sold “by wholesale” within the meaning of the 

Acts. 


The Minister stated that from this amplification it would be realised 
that the Department considers that objections (and consequently refer- 
ence to the Board of Review) may be lodged on many grounds other 
than a ground relating to the quantum of the sale value ascertained 
under the sale value provisions of the law, provided that the objection 
does relate to the question of the existence, or the ascertainment, of the 
sale value of the goods. 

The Commissioner’s “clarification” of a taxpayer’s right of objection 
is probably the outcome of the High Court’s decision in M. R. Horni- 
brook (Pty.) Ltd. v. Federal Commissioner of Taxation (A.T.D. Vol. 
5 pp. 167/176). The Commissioner contended before the Board of 
Review that the Board had no jurisdiction to determine the objections 
raised in that case because those objections were not merely objections 
to the amount or sale value upon which the Commissioner had assessed 
sales tax, but were objections that sales tax was not payable at all. 

On appeal before the High Court Latham, C.J. stated :— 

“The contention of the Commissioner is that only objections to 
‘amount or value’ can be dealt with under these provisions (s. 41 (1) 
(2)), and that an objection that no tax at all is payable must be 
dealt with, if at all, in a proceeding for the recovery of the tax. 
In my opinion this objection is not well founded. A contention that 
the Commissioner is seeking to tax a transaction which does not in- 
volve any dealing in ‘goods’ within the meaning of the Act, or that 
the alleged goods have no sale value within the meaning of the Act, 
is a ground for an objection to the amount or value upon which the 
Commissioner requires the taxpayer to pay sales tax. ... In my opinion, 
therefore, the Board of Review did have jurisdiction to determine 
the objections raised by the taxpayer.” 


In a matter of such vital importance it is difficult to understand why 
a taxpayer’s right of objection should be limited, particularly in view 
of the fact that, as previously stated, the Acts do not state, with any 
degree of clarity, what his liabilities are. In this connection, I might 
again quote the opinion expressed by Mr. G. C. Ligertwood, K.C., that 
“the obligations of the Income Tax Acts were mild compared with those 
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of the Sales Tax Acts” and that “no business man could possibly 
ascertain for himself what the Acts and Regulations require of him, or 
even what goods were subject to tax.” One also recalls the statement 
in Parliament of the previous Federal Treasurer that “decisions by the 
Courts on what constitutes ‘manufacture’ for Sales Tax purposes sug- 
gest that there is a distinct possibility of judicial decisions being given 
to the effect that goods at present being taxed are not ‘manufactured’ 
goods.” 

Surely it is not asking too much that the law should be amended 
to provide specifically for the right of objection against “any assess- 
ment, determination or decision by the Commissioner” and not merely 
those involving an “amount or value” upon which tax is to be paid. 

The abovementioned suggested amendment to the Act is also prompted 
by reason of the Commissioner’s interpretation and administration of 
Section 12B of the Sales Tax Procedure Act. When introducing into 
Parliament the amendment to the Act regarding Section 12B the then 
Treasurer stated that the present law “may cause serious hardship to 
taxpayers who, through inadvertence, have not appreciated the incidence 
of the sales tax law on their business,” and for that reason the Govern- 
ment decided upon a time limit of the retrospective application of the 
taxes. 

This Section provides that sales taxpayers will not be called upon to 
pay sales tax more than three years after the close of the month in which 
the taxable transaction took place unless they receive a specific notice 
from the Department to pay tax on those transactions within that period, 
or unless the Commissioner “‘is satisfied that the payment of the tax 
was avoided by fraud or evasion.” 

If the obligations of sales taxpayers were expressed in the law beyond 
doubt any failure to comply with those obligations could perhaps be 
justifiably regarded as an avoidance of tax due to fraud or evasion. 
But when those obligations are so obscure, and, in some cases, so much 
a matter of opinion, one would think that in the absence of clear evi- 
dence as to fraud or evasion, the provisions of Section 12B (1) of the 
Sales Tax Procedure Act would be applied and that those cases would 
be treated as being instances of what the Treasurer termed “inad- 
vertence.” 

“Inadvertence” is defined by Webster as “lack of heedfulness or 
attentiveness ; inattention; negligence,” etc., and it seems no more than 
a reasonable inference from the then Treasurer’s remarks that cases 
of “inattention” or “negligence” would receive the benefit of the pro- 
visions of Section 12B. 

Section 12B requires the Commissioner to remit tax unless he is 
“satisfied” that the payment of the tax was avoided by fraud or evasion. 
It is not appreciated how, in the absence of justifiable evidence, the 
Commissioner can be “satisfied” that fraud or evasion is practised or 
why he should refrain from prosecution if he is “satisfied.” 

This is another matter upon which the Taxpayers Association of 
New South Wales requested that taxpayers should be granted the right 
of appeal against the Commissioner’s decision not to remit tax as pro- 
vided for in that Section. In his reply the Minister has stated that the 
Commissioner denies emphatically the assertion that he has claimed 
fraud where only inadvertence or ignorance was present. 

As far as I am aware no such assertion was made by the deputation 
from the Taxpayers Association. Rather was it suggested that re- 
mission of tax had been refused because of alleged “evasion” in cases 
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of what might be admitted “lack of heedfulness or attentiveness, or of 
negligence” and in regard to which, as previously indicated, the former 
Treasurer implied that the benefit of the provisions of the Section would 
operate. ; 

The Minister has further stated in reply that the words “fraud” or 
“evasion” are used in the relevant provision and that they are used 
alternatively. Any determination that payment of tax was avoided by 
fraud would be based on the opinion that the non-payment was wilful 
and with intent to avoid payment. In any determination that non- 
payment was due to evasion, regard is had to judicial pronouncements 
as to what constitutes “evasion” (Wilson v. Chambers & Co. Pty. Ltd. 
and others, 38 C.L.R. 131). 

For instance (the Minister adds) it has been held that tax would be 
“evaded” if the non-payment were due to unreasonable carelessness in 
the circumstances. The Commissioner states that remission under Sec- 
tion 12B has not been refused in any case of ignorance or inadvertence, 
unless it was clear that the ignorance or inadvertence amounted to a 
reckless disregard of the obligations placed upon taxpayers by the 
legislation. On the contrary, the Commissioner has stated that the 
benefit of the doubt has been granted to many hundreds of taxpayers 
who have been found to have underpaid tax, and the tax has been re- 
mitted if the other conditions of Section 12B have been fulfilled. 

The Minister added that under the existing law there is no right of 
objection or appeal from the decisions of the Commissioner under Sec- 
tion 12B. Taxpayers may contest those decisions only by refusing to 
pay the tax involved, and defending an action by the Commissioner, in 
a court, for recovery of the tax. The Commissioner has stated, how- 
ever, that he has no objection to offer to an amendment to the law 
which will authorise reference of these decisions to the Board of Review. 
At the same time, the Commissioner considers that there is very little 
demand from taxpayers generally for such an extension of rights, hav- 
ing regard to the fact that, in the nine years of existence of the sales 
tax, only eight cases have been referred to the Board of Review under 
the present law. The Commissioner also states that cases in which it 
has been necessary for him to reject objections as invalid have been 
extremely rare. 

The Minister has stated that it is proposed to give consideration, 


BS when a favourable opportunity arises, to the matter of amending the 


law to authorise reference to the Board of Review of the Commissioner’s 
decisions under Section 12B. 
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The Interaction of Interest and Idea 
in Accounting 


By Roy E. MASKELL 


AN EXAMPLE FROM THE PAstT 


The profoundest interest attaches to the genesis of the first treatise 
upon Bookkeeping.? The fact that it was written by Luca Paciolo in 
1494 and appeared at Venice, seems to add weight to Carman’s asser- 
tion that, ““Accountancy has been shaped almost entirely by outward 
circumstances.” Paciolo appears to have obtained an intimate know- 
ledge of business practice, judging by the precision and detail of his 
treatment of what he describes as “the method of Venice”; and the 
circumstances of his being resident tutor to the sons of Antonio de 
Rompiasi, one of the merchant princes of Venice, is suggestive as to 
the probable source of this knowledge.” 

From this beginning of the presentation of a system of Bookkeeping 
it is interesting to observe how publications arose at times and in places 
where trade and political conditions demanded or allowed.* 


ScIENCE AND PHILOSOPHY 


Every science begins as philosophy and ends as art; it arises in hypo- 
thesis and flows into achievement. Philosophy is a hypothetical inter- 
pretation of the unknown, or of the inexactly known; it is the front 
trench of the siege of truth. 

Accounting science is analytical description, accounting philosophy 
is synthetic interpretation. Science wishes to resolve the whole into 
parts, the organism into organs, the obscure into the known. It does 
not inquire into the values and ideal possibilities of things, nor into 
their total and final significance; it is content to show their present 
actuality and operations, it narrows its gaze resolutely to the nature 
and process of things as they are. 

But the philosopher is not content to describe the past; he wishes to 
ascertain its relation to experience in general, and thereby to get at its 
meaning and worth; he combines things in interpretative synthesis ; he 
tries to put together, better than before, data of a varying nature which 
the inquisitive scientist has analytically taken apart. 

To observe processes and to construct means is science; to criticize 
and co-ordinate ends is philosophy. Accounting science gives us know- 
ledge, but only accounting philosophy may give us wisdom. 


THE INFLUENCE OF MopERN ACCOUNTING LITERATURE 


And so we come to the present day. The demands of industry and 
the requirements cf the managerial function in a changing world, make 


1. De Computis et Scripturie (Arithmetical part of the work). 

2. For the significance of Venice as a trading centre, see A History of the Business Man, 
by Miriam Beard. 

8. For tabulated bibliography see The Bookkeeping Teachers’ Manual, by C. H. Kirton 
(Pitman), pp. 180-187. Also Littleton, Accounting Evolution to 1900. 
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it necessary to have prepared and interpreted differing and varied types 
of information. Conventional accounting is one phase of financial sta- 
tistics—the phase which records results attained. It is an indispensable 
requirement of any well-organised business and, by disclosing the sec- 
tions or branches of the business in which losses and gains have been 
found, it suggests points deserving of investigation. But it is essen- 
tially a record of closed transactions, or as an American aptly put it, 
“the writing of epitaphs on dead money.” 

Managerial accounting is not confined to dealing with data that can 
be reduced to debit and credit entries only. Accountants and students 
privileged to read the books and articles written by Mr. A. A. Fitz- 
gerald,* will readily appreciate that the scope of managerial accounting 
is the whole field of business enterprise and its methods are as varied 
as ingenuity can devise for the effective presentation of business data. 

Gradually, devices are being suggested to elucidate and clarify inform- 
ation which was previously hidden by traditional and inelestic mechan- 
isms. Half-knowledge or ignorance generates a complex of fears. Fear 
lurks in the shadows of half-knowledge. Some men, more courageous 
than others, have marched up to the spectres and examined them. 


THE BEGINNINGS OF REALISM IN ACCOUNTING 


A Persian proverb runs—“Spread wide thy mantle while the gods 
rain gold,’"—and surely modern accounting literature has handed us 
some substantial nuggets.5 Again of particular significance is another 
provocative essay entitled “The Search for Accounting Principles.’’® 

In this connection, Mr. Fitzgerald’s remarks, “I cannot believe that 
a knowledge of principles based on logical thought about the objectives 
and methods of accounting generally can vitiate any man’s critical facul- 
ties,” are suggestive. 

This modern accounting literature is obviously re-examining some 
of the traditional ideas, but the shuffling of the cards means not the 
end of the play, but the beginning of another game. 


RELATIVITY IN ACCOUNTING 


The following Figure shows a Statement drawn up in “Report” 
form. It will be noticed that it distinguishes between “fixed” costs 
and “variable” costs. These terms are not entirely satisfactory, be- 
cause in the long run all so-called “fixed” costs will be absorbed. If 
we are concerned with the “short term,” however, these so-called “fixed” 
charges are only relatively “fixed.” This distinction is verv important, 
and the illustration makes use of the economic concept of the long term 
and the short term by dividing the usual classification of Selling, Ad- 
ministration and Finance into two types, namely, Fixed and Variable. 


4. The Accountant’s Purpose—Form or Information? Statistical Methods as Applied to 
Accounting Reports. 

5. Gilman, Accounting Concepta of Profit. (See Mr. A. A. Fitzgerald’s article in the 
May, 1940, issue of The Australian Accountant, “Are There Any Principles of Accounting ?”’) 

6. vide article by Mr. A. A. Fitzgerald based on An Introduction to Corporate Standards, 
by Paton & Littleton, June, 1940, issue of The Australian Accountant. 
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Report Form 





This Previous 
Period Period 


£ £ Jo 








Gross Sales ; * 

Less Sales Returns ‘and " Allowances a 
Provision for Doubtful Debts .. 
Net Sales .. 

Cost of Goods Sold .. . paren 
Trading Stock at beginning of f period . oN, ee 
Purchases .. .. . aad ts 
Buying Cost .. Pe 
Inwards Charges .. ‘ ee ivad 

Less Trading Stock at iad a waited a 

Total Cost of Goods Sold .. Ree 

Gross Margin .. 
*Anticipated Loss on Unsold cok 
































Variable Expenses 
SIRES SE Segre et Sane 
Administration 
Finance .. 
Total . 


Amount Available to meet Fixed — atte: 





Fixed Charges 
ree a a i a ag a sag 
Administration .. PRR SON te ie eee 
SN is Gc ais, ta is alah eae, ae ae se hm ai 
ee on tee, ea AOE Te oo 
IIE Gey oc aie. gas tea cea we sak eRe ae 





*Distinction of cost from loss brought about by the valuation of stocks. 


THE SHARPENING OF Economic Factors 


To many, economic concepts appear to be ethereal, and for that 
reason they are classified as purely academic. Nevertheless, the Aus- 
tralasian Institute of Cost Accountants, by including the subject of 
economics in its syllabus, realises the importance of this study. More 
and more the modern accountant is sharpening these concepts by apply- 
ing them to specific problems. A brief consideration of ‘differential’ 
costs will further illustrate the interaction of interest and idea in 
accounting, but this time the idea is supplied by the economist. 

Most works on Industrial Accounting {distinguish between “Direct” 
Costs and “Indirect” Costs, and for general purposes this terminology 
is quite in order. However, it is more suggestive in many cases to 
make use of the captions “Fixed” and “Variable” Costs respectively. 
To make the position clearer, let us suppose we are costing the produc- 
tion of, say, a windmill in an engineering shop. If the order for this 
equipment were refused, we should not have to buy or take from 
stock the materials for the job; it might be possible to dispense with 
some labour, and some wear and tear of tools would be avoided; per- 
haps the bank overdraft could be reduced. On the other hand, the 
rent of the factory would remain the same, the works superintendent 
would still have to be paid, and the machinery would become obsolete 
at the same rate. Many other expenses are similarly unavoidable. 
The additional expense incurred by producing the unit to be costed 
is the “variable cost,” and the other expenses “fixed” costs. The pro- 
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duction is worth while if it covers the variable cost and contributes 
something, however little, to the fixed cost. It will be noticed that 
there is nothing absolute or categorical about the term “variable 
cost”; the items composing it will differ with the change in output. 

By approaching our problem in this manner we are using the econ- 
omic concept of the marginal increment. Dr. Wicksteed has called it 
“the importance of a little more or a little less.” Therefore, the mar- 
ginal cost is seen to be the difference made to total cost by the addition 
or subtraction of a single unit of output. The conventional approach 
is to arrive at the total “overhead,” and then apportion this aggregate 
in various ways by predetermined formulae. In this way a number 
of costs are being added together which have different degrees of 
variability. 

There are two traditional methods in vogue, namely, the “labour- 
hour” and the “machine-hour” rates. These are based on the implied 
assumption that overhead expenses vary with time. In the long run 
this is probably so, but in the relatively short period required for a 
job or order, it is not true. Again, the question may be asked in respect 
to a departmentalised business, “How will you see which department 
is paying best and therefore worthy of expansion if you do not arbi- 
trarily allocate departmental expenses?” At first glance this question 
seems quite logical, but do we not test the profitability of increased 
output by examining marginal variations in cost and revenue? In 
other words, we compare increments to cost with increments to 
revenue, rather than totals or averages. One cannot decide which 
product to increase, and by how much, merely by looking at aggre- 
gate periodic departmental accounts in which fixed costs have been 
allocated in some way. 

Hence as a general rule any order yielding more than its own vari- 
able cost adds to the revenue of the concern, and should be accepted 
unless it is believed that by taking it a more profitable one will have to 
be refused later. Variable cost marks a minimum to price, but actual 
quotations to customers will depend on the condition of the available 
market. 

This method also helps the management in knowing whether it was 
correct or not in accepting the order. Do total figures obtained by the 
machine-hour rate, for example, assist in this way? Instead of aiding 
the management they usually hide the distinction between fixed and 
variable costs. Of course, any business knows that unless it obtains 
prices including “overhead” it will not be able to replace its fixed 
assets. This is the “long-term” approach, and it has its place. It 
must be admitted, however, that accountants have spent too much 
effort in trying to arrive at total cost by building up complicated and 
delicate oncost structures which depend on arbitrary assumptions. 

In the short term accountants may ignore expenses which are com- 
pletely unchangeable, e.g., preliminary expenses of setting up a busi- 
ness. Sometimes, expenditure is composite, partly fixed, and partly 
variable, and in this case and others, it is impossible to arrive at an 
exact figure. In this direction, it may be said that it is easily possible 
for the cost of accuracy to outweigh the advantages. Costing fails in 
its object unless it adds more to net profit than the expense of running 
the system. Just as management or industrial accounting is, or is 
fast becoming, a semi-statistical procedure, it is possible that the future 
of cost analysis (as against cost finding) lies principally in the statis- 
tical examination of marginal variations. 





THE AUSTRALIAN ACCOUNTANT AUG. 


Wuat 1s Mopern AccoUNTING? 


At this stage one cannot be categorical and say that accounting is 
“so and so”—perhaps it will always defy definition. If Aristotle were 
still alive, this is one question I would put to him, and he would not 
brush it aside as being irrelevant. I can imagine him saying, “Well, 
primarily it is a philosophical exercise, because it is directly concerned 
with the problem of time, and again if it were not for this fact, there 
would hardly exist any accounting problems or literature at all” (book- 
keeping texts, of course, would be as plentiful as ever). 

Again, some authorities have stated it to be a semi-statistical pro- 
cedure, and in this regard Mr. Gilman suggests, “Accounting procedure 
is perhaps more related to statistics than to any other field. In fact, 
it is probably fair to say that accounting is basically a specialised and 
conventionalised branch of statistics.””? 


AccCOUNTING—W HITHER? 


Modern accounting may be likened to the evolution of the English 
language in that it is fast becoming a conglomerate of differing ingre- 
dients drawn from many sources. For this reason it may become 
a vehicle of rich and precise expression and just as there is a move- 
ment afoot by philologists to popularise Basic English, so the rays of 
research are being directed in the hope of localising something basic in 
accounting, whether they be called standards or principles. And so 
accounting marches on—but in many respects it would be truer to say 


that accounting marches outward. After each halting place and most 


notably so in recent times, the army of research has found, not only a 
compact body moving in a defined direction, but a number of pioneer- 
ing squads pushing out along a divergent radii towards an ever- 
increasing circumference. We are at that point where we can say 
that the determination of profit is the principal direct objective of 
accounting and this is necessarily so, because the motivating force in 
business activity is the hope of pecuniary profits. 

Accounting, then, is a substantial emigrant on a pilgrimage of being 
—and as it pushes onward and outward we shall see more and more 
the interaction of interest and idea taking place. 


7. See Gilman, Accounting Concepts of Profit, p. 255. 
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Gifts for Soldiers 


CANTEEN ORDERS 


A Practical, Easy, and Safe Method 


The system of Canteen Orders, devised by the Australian Defence 
Canteens Service, operated in conjunction with the Postal Department 
and backed by the Government, certainly clears away many problems 
for those who previously forwarded parcels to men of the Forces. 

The scheme itself has won outstanding praise on every hand, and the 
Australian Defence Canteens Service has been complimented on per- 
fecting an organisation equipped to assist not only our soldiers but also 
their friends and relatives in this way. 

The advantages will be readily appreciated when the full details, 
which are set down below, are understood. It will be seen that Canteen 
Orders not only overcome the difficulties of distribution in the field 
but eliminate possible risk of loss, damage and deterioration in transit, 
and save time, disappointment and worry. 

Canteen Orders on Australian Defence Canteens Service are available 
to relatives, friends and the general public, for the benefit of men of the 
forces in Palestine and in Australia. They are issued by all Money 
Order Post Offices and are similar to Postal Notes, with all the protec- 
tion of a crossed cheque. They will not be available for the troops in 
the United Kingdom until Australian canteens are established there. 

Canteen Orders are obtainable throughout Australia in denominations 
of 5/- (Blue ground), 10/- (Red ground), and 20/- (Purple ground). 
They enable the recipient to choose his own gift—that is, he can select 
what he wants—therefore duplication is prevented, delay is avoided and 
postage is saved. 

A Canteen Order can be used for the payment of goods only and it is 
necessary for the soldier, when presenting his Canteen Order for making 
his purchase, to produce his pay book for identification purposes, thus 
ensuring that the rightful owner receives the gift. The name and num- 
ber of the soldier, together with the name and address of the donor, 
appear on the order. 

Goods sold in overseas canteens by the Australian Defence Canteens 
Service are not subject to any duties, sales tax, excise or other imposts ; 
| therefore, soldiers are able to obtain far better value than is possible 
when gifts are purchased in Australia and posted to members of the 
A.LF., while all canteens are carrying a wide range of products, 
eminently suitable for members of the forces. 

All profits made from the sale of goods in canteens operated by Aus- 
tralian Defence Canteens Service are the property of and are returned 
to the troops in the form of contributions to regimental funds or by the 
provision of additional amenities, but when gifts are sent through the 
post this kindly action does not enable our men to enjoy the additional 
benefit which would accrue to them through the use of Canteen Orders. 

This system is eminently suitable for members of group organisations 
to contribute to a common fund for the purchase of Canteen Orders. 
These orders can be forwarded to Commanding Officers of Units for 
distribution of gifts among the soldiers or for the provision of additional 
amenities (which can be indicated, if desired by the donors) for general 
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distribution and use, such as sporting equipment, entertainment 
additional fresh fruit or edibles for the common Mess. 

Readers will be interested to know that the Australian Defeng 
Canteens are carrying a large range of goods and are equipped to hand 
a large number of purchasers very efficiently and that each Canteg 
Order will add to the comfort, well-being and contentment of our troop 
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